VOL. 3. No. 3. JULY, 

















NSVDANCE -ECONOMICS 


One Dollar per Annum 


















Published at 55 Franklin Street, Boston, Mass., by Henry H. Putnam. 





CONTENTS 








, The Practical Side of Classification . . . . 65 


By HERBEKT FOLGER 
The Official Valuation of Life Policies _ » we 
S By D. H. WELLS 
National and State Local Agents’ Associations. . 76 
By GEORGE D. MARKHAM 
Review of the Month . ce ee & « Oe 






Life Insurance : 
A ’ 


r Phas 
he Tr 
acked — 
79-85 
Fire Insurance : — 
Sever Feature cy R 
The Comr Aspe 
‘ he Pla a 
on of Rat x D 
ty Proba t 
Agents 
Agency Movem \ 
a Ant 86-92 


A Department Actuary on First Year Term Valuations 93 


By A. F. HARVEY 























ENTERED AT THE BOSTON, MASS., POST OF ICE AS BECOND CLASS MAIL MATTER 




















Hassachusell tts Mutual Life Insurance Co. 


SPRINCFIELD, MASS. 


NRY S. LEE, Vice-Pres’t HENRY M. PHILLIPS, Sec’y 


¢ 
s4.4 & 7 ) 
’ t t 2 
~ j mS) es 79 [oo FT 
~ ~ ; r ~ } { ] ]2s 
S 4 Ss ir) ] 
S S$] 984,899.63 %1.197.480.62 
n The Massachusetts Mutual Life Insurance Company has 
raid to its policyholders in 
{ 2.00 D ends, $8.879.224. 
= { } Sur s. = S+4.822 .¢ 


OR EASTERN MASSACHUSETTS, 3: MILK ST., BOSTON. 


F C. SANBORN, Manager 





MER. Pres't 
ia — THE —— ORCANIZED 1857. 


hicetiaiare Mutual Life Ins. Co. 


AND TRANSACTS BUSINESS ONLY IN THE UNITED STATES 


STATEMENT, JANUARY Ist., 1900. 
, 05 534.693 REBATING 
WiC | 24.605, 14 PERMITTED. 





SE MENT re $73.430.74: 
AS NN 





POLICY ROLDERS. MOST ATTRACTIVE POLICIES 


INESS ACCEPTED ONLY FROM REGULAR AGENTS OF THE COMPANY. 


formation, or any Agency, address 


aid Sup't of Agencies, Home Office, Milwaukee, Wis 














Monthly 


ournal of Insurance Economics 


July, 1900. 


THE PRACTICAL SIDE OF CLASSIFICATION. 


Are Combined Statistics of Any Value to the Underwriter ? 


By HERBERT FOLGER. 


The discussion in these columns 
between the managers of the North 
British & Mercantile Insurance 
Company and the Royal Exchange 
Assurance upon the value of classi- 
fication of fire hazards is of inter- 
national interest. Therefore, no 
apelogy should be necessary for 
introducing the views of foreign 
writers into the controversy. The 
most logical paper on the negative 
side is from the pen of Mr. C. R. 
Colquhoun, of Melbourne, Austra- 
lia, who was trained in one of the 
English institutes, and who con- 
cludes as follows: 

‘* Classification statistics may be 
very interesting—and useful to a 
certain degree — but at the best they 
will be but a rough and ready guide 
to rating. ‘There will be no fixity 
nor finality about them. We shall 
find great variations from year to 
year. They will be valuable more 
as indicating the general course of 
events than for any mathematical 
value they may possess. I may 
briefly sum up the chief points I 
have dwelt upon as follows : 


‘*t, We must remember that it 
is not always the inherent hazard of 
the class that is disclosed ; the result 
is often complicated by the effects 
of external hazards. 

‘2, The observation 
tend to a very large number of risks, 
or be spread over a long period of 
time, to give anything like a reliable 
average. 

‘3, The average rate cannot be 
applied universally in a class; and 
the differential rate which is neces- 
sary still remains to be fixed in an 
arbitrary manner. 

‘‘We shall never, I think, dis- 
cover a formula for fixing fire insur- 
ance rates. Our business is of a 
peculiar nature ; we have to sell our 
goods before we know their actual 
cost. Certain rates— fixed at first 
tentatively, and modified from time 
to time as experience or necessity 
seemed to dictate— have, through 
custom, come to be associated with 
certain classes of risk. A fire under- 
writer gets a habit of comparing risk 
with risk, and class with class, as 
he goes along. He deduces rules 


must ex- 
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for his own guidance, though the 
results of his observations may not 
be expressible in terms of mathe- 
matics Fire insurance has its 
good years and its bad years; and 
when we experience the latter, we 
have to shape our measures accord- 
ingly. Competition and many other 
considerations are liable to fix our 
premium charges ; and in these days 
we have to be content to trade with 
but a slender margin for profit. 
What we watch most closely is our 
total loss ratio, and so long as that 
is kept within bounds as a whole, 
we must not be disappointed if we 
fail to trace the same regular aver- 
age in all the various sections of 


our business.’’ * 


DEFECTS IN COLQUHOUN’S 
ARGUMENT. 

The entire paper is practical, but 
shows that the writer lacked the 
opportunity to examine the record 
He thought 
the aggregation of the experience 
of a number of companies would be 
more valuable than the record of 
any one of them, but considered the 
project of combining them to be 
Utopian. It is not deemed a suffi- 
cient argument against a plan for 
improvement in any walk of life to 
urge that its initial results would 
be imperfect; and Mr. Colquhoun 
erred in devoting his thoughts to 
the obstacles in the way, instead of 
realizing the practical advantage 
which arises from the study of any 
difficult problem. The objections 
urged in his summary may be met 
by the suggestions that (1) there 
would be no difficulty in classifying 
losses caused by inherent hazard 


of a large business. 


*“The Classification of Fire Risks,” by C. R. 
Colquhoun, Transactions Insurance Institute of 
Victoria, 1895, page 49. 


Insurance Economics 


separately from those due to exter- 
nal hazard, and this is now being 
done in some important classifica- 
tion records; (2) the requirement 
that a combined experience should 
extend to a very large number of 
risks, or be spread over a long 
period of time, is not an objection 
to the scheme ‘itself, and could be 
complied with if one were under- 
taken; and (3) the fact that after 
an average rate has been obtained, 
arbitrary quantities must be added 
or deducted for the increase or de- 
crease of hazard as compared with 
the average risk, would not detract 
from the importance and value of 
the average rate. Such increases 
and deductions are now arbitrary, 
and cannot be compared with aver- 
age rates which are at all reliable. 

As indicated in the above excerpt, 
those who agree that ‘‘we shall 
never discover a formula for fixing 
fire insurance rates’’ have hitherto 
relied upon the existence of a ‘‘trad- 
ing profit,’’ admittedly small, as a 
reason for letting well enough alone. 
But this profit has disappeared, the 
year 1g00 threatens to be worse 
than its predecessors, and the in- 
come must be increased. Shall we 
guess at the trouble, raise rates by 
flat percentages, deal with good 
towns where Boards are effective, 
and ignore unprofitable centers 
where demoralization reigns; or 
shall we study our business, en- 
courage the improvement of hazards 
which yield an important income, 
adopt simple and broad plans of 
investigation, and cease dissension 
over details? 


VIEWS OF ANOTHER ENGLISH 
WRITER. 
There is one work in which we 
are told unequivocally that the clas- 
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sification of fire hazards may be 
made both scientific and useful — 
the ‘‘ Compilation of Fire Insurance 
Statistics,’’ by Mr. T. R. Glover, 
late of the London & Lancashire 
Fire Insurance Company, Liver- 
pool. This work is referred to by 
numerous writers in great Britain 
as the standard authority upon the 
subject, and it is to be regretted that 
the author dealt so briefly with the 
conclusions reached by him, 125 of 
the 132 pages being devoted to in- 
structions for classifying, forms, 
lists of classes, etc.* The record 
upon which the work was based 
extended to 160,000 risks per annum, 
carefully analyzed for five years. 
Mr. Glover remarked that the ratio 
of fires per annum to the whole 
number of risks covered ran more 
evenly from year to year than the 
ratios in the ‘‘ combined experience 
of the life offices,’’ and added : 

‘*It has been, and may again be 
said, that the differing ratios of 
average amounts of losses paid in 
respective years might preclude any 
useful results being deduced. I 
find, that the average 
ratio per fire occurs year by year 
with far closer regularity than the 
average ratio of the sums claimed 
for deaths under the life insurance 
business. It occurs to both busi- 
nesses in parallels; one year claims 
may be on the larger sums; and in 
another year the reverse; but I can 
safely venture to assert that in fire 
insurance the average ratios of 
claims run closer year by year than 
life insurance ones. 

‘‘ When I go into the subdivision 
of fire statistics, I find, in those 


however, 


*The ‘Compilation of Fire Statistics” was 
published in 1878 for circulation among the Eng- 
lish fire offices only, by private subscription, at 
ten guineas per copy. 


classes where sufficient area is given 
for comparisons, that the ratio of 
fires year by year run as closely as 
in the total results, and I may fur- 
ther assert that a parallel being 
drawn between various risks in fire 
insurance and various ages in life 
insurance, the former will run in as 
close, if not closer, ratio than the 
latter.”’ 

So far, no one has attempted to 
disprove Mr. Glover’s conclusions 
by the analysis of any large busi- 
ness on either side of the Atlantic; 
and many practical underwriters 
believe them to be sound. 

Mr. Dickson urged the propriety 
of collating United States experi- 
ence tables for use among fire insur- 
ance companies, with the view of 
satisfying purchasers of indemnity 
that we know its cost and are not 
asking them to pay an excessive 
price for it. Whether such tables 
will ‘‘abolish all favored classes, 
and cause each to bear its own bur- 
den’’ is by no means certain; but 
to simply deny that they will do so 
proves nothing. The experiment is 
worth trying. Mr. Dickson might 
have added that, aside from the 
need of satisfying the public, our 
duty to the stockholders, who de- 
pend upon the officers and managers 
of insurance companies to conduct 
the business upon profitable lines, 
requires that we neglect no avail- 
able means for increasing our knowl- 
edge and improving our methods. 
PRACTICAL ASPECTS OF CLASSIFICA- 

TION. 

Too much attention has been 
given to the number of classes in 
which fire insurance transactions 
may be recorded ; while the marked 
effect of differences in fire protec- 
tion, climatic conditions, etc., has 
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been largely ignored. In contrast, 
whenever excessive profits or losses 
have led rating organizations to 
change their rates, the tendency has 
been to raise or lower the entire 
series of rates in a city or district, 
instead of singling out classes for 
special treatment. To be practical, 
a classification scheme should not 
mingle the business of cities having 
populations of 300,000 and 10,000 
respectively; while geographical 
boundaries need not be considered 
unless, like mountain chains, they 
establish the dividing lines between 
districts differing in climate. In 
the controversy of 1892, it was sug- 
gested that groups of protected 
cities should be prepared so that 
those having similar key rates esti- 
mated under the Universal Mercan- 
tile Schedule should be in the same 
group, the average rates of the 
groups to be five cents apart. Very 
likely ten cents would answer in 
the beginning. There 16,000 
cities and towns in the United States 
having specific rates on file with 
the National Board, and it would 
be instructive to arrange these in 
such groups, and then, by compari- 
son of the rates on mercantile risks, 


are 


observe how very nearly alike towns 
in a given group are rated under 
our boasted scientific method of 
schedule rating. Unprotected risks 
on the sea coast could be dealt with 
separately from those in the interior 
states having a low average rainfall, 
It goes without saying 
by exposures 


and so on. 
that 
should be recorded separately from 
those due to inherent hazard. 


losses caused 


Very great divergence of opinion 


exists regarding the number of 
classes which should be used in 


The 


recording a large business. 


simplest classification yet devised 
was recommended by the National 
Board Committee on Statistics in 
1895, and included all business in 
eight classes. The other extreme 
is represented by the list of over 
one thousand mercantile classes 
prepared by Mr. F. C. Moore. It 
is wholly a matter of opinion, but 
it would probably be expedient to 
limit the number of classes in any 
general classification to less than 
one hundred, subdividing mercan- 
tile risks in large cities. 

The unbelievers in combined clas- 
sification admit that it would give 
an average rate, but they deny that 
this would be of any practical value. 
No record of the kind can be ap- 
pealed to, and illustrations drawn 


from existing classifications will 
necessarily be crude. Reference 


has been permitted, however, under 
some limitations, to statistics cover- 
ing mercantile risks only, in which 
the premiums received have been 
segregated upon the basis of fire 
protection, or the lack of it, and 
direct and exposure losses have 
been separately recorded. The 
illustrations do not represent an 
experience wide enough to be con- 
clusive, and merely indicate the 
scope of researches which might 
properly be made, if complete statis- 
tics were available.* 


SOME ACTUAL, RESULTS. 


Comments upon figures which are 
not submitted in detail must be 
unsatisfactory but the propriety of 
publishing experience tables is still 
open to argument. Examination 
of the ratios of losses to amounts 





*Records used cover a larger business than 
reviewed by Mr. Glover, segregated into four 
groups of protected cities and two groups of 
unprotected risks. 








written on protected buildings and 
preferred stocks, caused by inherent 
hazard, shows that theyadvance with 
acertain amount of consistency as 
the efficiency of protection becomes 
less. As might be expected, they 
confirm the theory advanced by the 
Universal Schedule Committee that 
the difference between the ratios of 
burning of buildings and of stocks 
therein is much greater in well pro- 
tected towns than in those having 
little protection. The ratios ob- 
tained upon frame business are 
even more interesting than those 
upon brick risks. Unprotected bus- 
iness has never been discussed at 
length, although it has long been 
considered that the rates received 
are entirely inadequate, in view of 
the careless method of construction 
and maintenance of mercantile risks 
in such towns and villages. If the 
indications in one section of these 
statistics that the rate on an iso- 
lated unprotected building, either 
brick or frame, must be doubled 
when subject to the average expo- 
sure hazard of unprotected towns, 
should be only partially confirmed 
by a combined classification, they 
would give our rate-makers some- 
thing to think about. We are con- 
stantly suggesting the need of 
charging more for unprofitable bus- 
iness, if we are to charge less for 
that which is remunerative; but 
insurers of the latter still believe 
that they are paying for losses on 
the former, and will go on believ- 
ing it until we can demonstrate, 
with reasonable probability, that it 
is not true. 


Careful consideration of the ratios 
of exposure losses to amounts writ- 
ten leads to the conclusion that, un- 
less such statistics could be spread 
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over a wide area, they would hardly 
be reliable. They would probably be 
useful, if handled intelligently ; in- 
deed, the longer such statistics are 
examined, the more certain it be- 
comes that whether the results can 
be employed to formulate general 
laws or not, the collation of classifi- 
cation figures and their practical 
application to our business would 
have to be under the most conserva- 
tive and intelligent guidance which 
could possibly be secured. 

How may such ratios, when closer 
to the truth, be made practically 
useful? Take, for example, the 
ratios upon frame mercantile build- 
ings in protected towns of moderate 
size. The fire cost is made up of 
1.15 for inherent hazard, and .24 
for exposure hazard, together 1.39. 
Allowing 40 per cent. for expense 
and 5 per cent. for underwriting 
profit (although the writer believes 
that all such business should con- 
tribute to a conflagration fund also 
to a moderate extent annually), the 
average rate obtained should be 
2.53 per cent., of which 2.10 would 
represent the inherent hazard, or 
the average rate for an isolated risk. 
Having obtained the average rate, 
it could be compared with the basis 
rate fixed for a mercantile building, 
and the arbitrary allowance and 
charges prescribed for protective 
features, and for constructive defects 
and exposures, respectively. The 
unbelievers will remind us that the 
inherent hazard of a frame build- 
ing is complex, the major portion 
of the hazard of one building being 
due to its defective construction, 
and of another to its occupancy. 
But the ramifications of a thorough 
classification would throw more 
light on these details than we have 
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to guide us in fixing the arbitrary 
charges now in use. Having in 
mind Mr. Richards’ theory, the 
writer's ‘‘judgment’’ would have 
suggested that 2.10 per cent. for the 
average isolated frame mercantile 
building in such protected towns as 
those in the group under considera- 
tion would be rather excessive. A 
wider experience may suggest the 
answer — ‘‘so much the worse for 
his judgment.”’ 


A FEW INTERESTING RATIOS. 


The ratios of losses paid to insur- 
ance involved are interesting. In 
Mr. Beddall’s address upon co-in- 
surance in 1892, the experience of 
the Royal and Continental Insur- 
ance Companies for five years on all 
classes was presented, showing that 
the ratio of loss to insurance in- 
volved averaged 12.9 for the whole 
country, and 5.7 per cent. for the 
city of New York. In the record 
already referred to, the ratios of 
losses to insurance involved in two 
sections of protected and unpro- 
tected risks varied as follows: 


Protected. Unprotected. 
Brick Mctle. Bldgs. 5-7 18.7 
Frame ‘ “ 22.5 28.6 
The above losses were due to 


inherent hazard only, The exposure 
losses do not exhibit much regular- 
ity, though their relation to the 
losses on buildings respectively is 
very curious. 

Upon examination of the ratios of 
losses paid to premiums received, 
they do not appear to show as much 
regularity as the ratios of losses to 
amounts written, but this is the 
fault of the average rates charged. 

The value of a combined record 
would be greatly enhanced by the 
rapid changes in the hazards to 


which insurable property is subject. 
Among Mr. Glover’s list of 118 
classes (prepared in 1878), there is 
no mention of electric light or power 
plants, electric railway property, 
bicycle manufacturing, etc. The 
changes in population are equally 
rapid, and ten years will sometimes 
transform a small place into a thriv- 
ing town. Few records covering 
the business in large cities for ten 
years are free from disturbances in 
rates, sometimes very important. 
Therefore, a record of five years for 
a large number of companies, pre- 
pared throughout the period under 
substantially the same conditions, 
would be of far more practical value 
than the record of one company, or 
a half dozen companies, for twenty 
years. 


We must be prepared to change 
our methods whenever we can im- 
prove them. Opinions are chiefly 
based upon training, and those who 
consider it absurd to name the same 
rate for a mercantile building and 
the stock which it contains will be 
interested in a remark in the last 
inaugural address before the In- 
surance and Actuarial Society of 
Glasgow, in which the Universal 
Mercantile Schedule was reviewed 
at length: 

‘* When we consider that in nearly 
all the British tariffs, even in those 
applying to the larger cities, the 
rate chargeable for building and for 
contents is identical, one is almost 
inclined to question the wisdom or 
accuracy of making such a wide 
difference in rating as that provided 
for in this schedule.’’t 





t ‘Observations on the Progress and Prospects 
of Fire Insurance as a Science,” by David L. 
Laidlaw. 








President Laidlaw believed that 
there should be a difference in many 
cases between the stock and build- 
ing rates, and thought it probable 
that this would be brought about 
in time. Perhaps we have carried 
this to the other extreme, although 
American buildings and stocks are 
not the same, relatively, as those in 
Great Britain. 

MR. HAYDEN’S VIEWS. 

In a practical discussion, it is a 
mistake to assume that life insur- 
ance is wholly scientific, or that fire 
insurance is the reverse. The late 
H. R. Hayden covered this ground 
admirably : 

‘The advocates of classification 
are fond of citing us to life insur- 
ance as an example of science ap- 
plied to the insurance business, and 
the American and Actuaries’ Tables 
are set before us in all their elab- 
orate dress of algebraic formulas. 
Well, how much of science is there 
init? The life underwriters’ table 
of mortality is not the experience of 
any life insurance company in the 
United States, and in constructing 
his premiums from it, he has felt 
obliged to load the net premium 
from 25 to 40 per cent., to assume a 
rate of interest lower than the actual 
rate, to make a very large prohibited 
list, and then to secure the same 








The Practical Side of Classification. 71 


rate for all of the same age. When 
he has made all these guesses, he 
returns from 10 to 30 per cent. of 
the money he collects as not wanted. 
One fact stands out in all his cal- 
culations, and it is the only fact, 
and that is, that the human animal 
dies. Observation has taught him 
that he can approximate the rate at 
which men will die. So observa- 
tion and experience has determined 
pretty accurately the rate at which 
property will burn, but no experi- 
-ence has yet determined any law or 
semblance of law of burning, for 
any possible class which can be 
made, or which has been made, and 
we have no faith that such a law 
exists undiscovered.’’ 

The importance of this discussion 
requires that those who participate 
in it should endeavor to be impar- 
tial. However, after careful con- 
sideration, we cannot escape the 
conviction that we have better 
grounds than mere “‘ faith’’ in Mr. 
Glover’s assurance that a study of 
the results of classifying 800,000 
risks in five years led him to say 
unqualifiedly that laws exist with 
reference to fire losses which are at 
least as well defined as those gov- 
erning mortality statistics. Shall 
we not investigate these for our- 
selves? 


THE OFFICIAL VALUATION OF LIFE POLICIES. 


An Actuarial Discussion of the One Year Term Reserve. 


By D. H. WELLS. 


In recent discussions of this sub- 
ject two wholly different questions 
have been confused. The first is, 
What is the best method of valua- 
tion for the determination of the 
amount which a company ought to 
have in hand 
policies? And the second is, Can 


a policy which requires a first pre- 
mium or premiums largely in ex- 
cess of the ordinary rates for term 
insurance, and which, in addition 
to the temporary insurance, offers 
the privilege of continuing the in- 


surance as a life or endowment in- 
surance at a rate which the company 
will not accept for such a policy 
issued at the age attained, be prop- 
erly denominated or valued as a 
term insurance temporarily, having 
no net value at the end of such term ? 

The first of these questions I do 
not intend to discuss. It has hap- 
pened, however, that those who 
have expressed an opinion upon 
this question adverse to a net valu- 
ation have been often referred to, 
without authority, as upholding 
the affirmative of the second ques- 
tion. We may mention as examples 
Dr. Sprague, of Edinburgh, and 
Dr. McClintock. I know of no ex- 
pression of either of these eminent 
actuaries which can be distorted 
into an approval of the idea that it 
is possible |to so draw a contract, 
regardless of the premium, that it 
may be continued as a life or en- 
dowment insurance, and yet be 
treated for the purpose of a net val- 


under its existing. 


uation as a simple term policy for a 
part of the term. Dr. McClintock, 
in his letter published in the May 
number of the MONTHLY JOURNAL 
OF INSURANCE ECONOMICS, ex- 
pressly repudiates such a position. 
We may admit that a net valuation 
does not furnish the best measure 
of a company’s policy liabilities ; 
we may hold any opinion whatever 
about it without affecting our answer 
to the second question. 

We pass now to the consideration 
of the second question. 

Authoritative definitions are not 
available, but the following defini- 
tions express with sufficient accu- 
racy for our pupose the meaning 
attached to the several terms in 
connection with life insurance. 

A net premium is the sum, com- 
puted upon the basis of an assumed 
rate of mortality and interest, which, 
paid in a single payment or repeat- 
edly as may be provided, will ex- 
actly suffice for the payment of the 
sum insured, but making no pro- 
vision for expenses or contingencies. 

A net valuation of a given body 
of insurance is a computation made 
upon the basis of an assumed rate 
of mortality and interest to deter- 
mine the amount required in present 
possession such that together with 
the future net premiums payable 
it will provide for the payment of 
the amount insured. This amount 
required is identical with the bal- 
ance remaining from the net pre- 
miums already received and interest 
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thereon, after deducting the proper 
contribution to the losses according 
to the assumed mortality, and is 
called the net value or net reserve. 

A term policy is a policy which 
terminates without value if the life 
survives the term of the policy, or 
otherwise may be continued or ex- 
changed for another policy only 
in consideration of the premium 
charged under new policies issued 
at the age attained. A _ policy 
which does not answer to this 
condition is not a term policy. To 
call it such is merely to call it by 
the wrong name; it does not make 
it such. The character of an in- 
surance policy is determined by 
its conditions, not by what the 
company issuing it may choose 
to call it. ‘‘ To call a tail a leg 
does not make it a leg,’’ and to 
call a life policy a term policy does 
not make it a term policy. 

The statutes of the different States 
relating to the method of valuing 
life insurance policies are variously 
worded, but whether they say ‘‘ and 
the aggregate net value .. . shall 
be deemed its liability,’’ as in case 
of Massachusetts, or, ‘‘shall... 
ascertain the reinsurance reserve 

. and he shall value only net 
premiums,’’ as does the law of Con- 
necticut, or, ‘‘and such valuation 
and all valuations made by him or 
by his authority . . . shall be made 
upon the net premium ‘basis,’’ as 
does New York, or use any other 
like expression, there can be no 
question but that the terms ‘‘ net 
reserve,’ ‘‘net value’’ and “‘ net 
premium ’’ were intended to and do 
refer to the result of a computation 
based only upon a given table of 
mortality and rate of interest, and 
having no reference or connection 


’ 


with the actual expenses of the 
company. 

Mr. Whiting was the principal 
advocate of the valuation, under 
existing statutes, of policies as term 
insurances for the first year or years 
of their existence. I do not charge © 
him with insincerity in saying that 
he was by profession a lawyer as 
well as a consulting actuary, and 
that in advocating this he was pre- 
sumably and evidently advocating 
the cause of his clients. In the dis- 
cussion of the matter in a meeting 
of the Actuarial Society of America, 
Mr. Whiting said: ‘‘I have in my 
pocket the policies of eight different 
companies that are doing this busi- 
ness. ... More companies, to my 
personal knowledge, are contem- 
plating the same thing and they wish 
to ascertain what the attitude of the 
actuarial profession may be in rela- 
tion to the matter before they take 
the step.’’ (Actuarial Society of 
America, Vol. V., page 338.) 

In the same discussion, Mr. Whit- 
ing used the following argument, 
which seems to have had force with 
‘‘Let me put the case in 
another light. Supposing a com- 
pany should issue a policy, No. 
10,103, to A for a one-year term 
insurance, to cease thereafter. Sup- 
posing the company at the same 
time issues him another policy, No. 
10,104, which policy shall be a de- 
ferred life policy, to take place, for 
purposes of insurance, a year from 
now, the first premium to be due 
thereon a year hence. Here are 
two contracts, one, a term insur- 
ance, the other a deferred life in- 
surance. There can be no question 
at all of the legality of such a trans- 
action. The company has a perfect 
right to write such policies. There 


some: 
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can be no doubt what construction 
the department will place upon 
them in valuing. The first policy 
would have to be valued as a term 
insurance ; the second policy would 
not be valued until the second pre- 
mium was paid, and then only asa 
policy of its kind, commencing with 
that year. Now, suppose you join 
those two policies together in one 
document, is there any good reason 
why the reserves should be altered 
from what they were when two 
pieces of paper were used to print 
the contract? Shall the distinct 
understanding expressed by all the 
parties to the contract be overthrown 
because one piece of paper has been 
used instead of two?”’ 

No one will dispute that a com- 


pany may issue two such contracts, 
and that they should be valued in 


accordance with their terms. But 
it is not proposed to issue two inde- 
pendent contracts, whether on two 
pieces of paper or one. The com- 
pany could find no takers for the 
first were it not for the agreement 
to continue it by the second. It 
will enter upon the so called second 
only on condition that the first is 
taken and paid for. As independ- 
ent contracts, it could not sell the 
first, and would not issue the sec- 
ond. They are not two contracts, 
but only parts of the same contract 
which must be construed as a whole. 


If a grocer were to offer to sell a 
pound of coffee for $2.50, and, to 
those who would buy the coffee at 
that price, a barrel of flour for $2.50, 
would anyone claim that the agree- 
ment constituted two independent 
contracts? ‘That those who bought 
the coffee were paying $2.50 a pound 
for it, and that when the coffee had 
been used no value remained to the 
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contract? It is not necessary to 
question the right of the grocer to 
sell his coffee at $2.50 a pound if he 
can, or his flour at $2.50 a barrel if 
he chooses. He couldn’t do the 
first, and wouldn’t do the second, 
and doesn’t do either. 

If, after having sold a large quan- 
tity of coffee on these terms, and 
before the flour was called for, the 
grocer should make up his accounts 
on the basis of the coffee sold alone, 
I fear his apparent prosperity would 
prove deceptive. 

Another misapprehension seems 
to have misled some persons. It is 
said that the great expense of ob- 
taining new business makes it im- 
possible for the companies to put 
aside the net reserve from the re- 
ceipts on such business, and that 
therefore, if such reserve is required, 
the old business must furnish the 
money to its detriment. 

Were we to admit the truth of 
the allegation, it would have a bear- 
ing on the discussion of the first 
question, but not the slightest rela- 
tion to the second. It would in 
nowise modify the determination of 
what constitutes a term policy, a net 
reserve, or a legal valuation. 

But it by no means follows that 
the old business suffers, even if it 
is required to provide temporarily 
something more than the net reserve 
by the Combined Experience Table 
of Mortality and Four Per Cent. In- 
terest. It is becoming a serious 
question with most of the compa- 
nies whether a larger reserve may 
not be required for safety even. 

Repeating what I have elsewhere 
said: ‘‘ The State merely requires 
that the company shall hold, in 
gross, assets equivalent to a certain 


sum. If now, the company of its 
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own volition keeps such an amount 
of assets in hand, the law exercises 
no more compulsion upon it than 
does the law against theft upon one 
who has no disposition to steal. 
And whether it hold such sum of 
its own volition or under compul- 
sion of the law, it may hold it as 
a reserve computed as it pleases, or 
as an undivided surplus. The law 
does not ask how it treats its assets 
in its own computations and for its 
own purposes. 

I do not say that an injustice may 
not be done if the law requires a 
given surrender value to be paid at 
the option of the insured, or that a 
given reserve is necessary to sol- 
vency. I simply say that so long 
as a company holds a reserve of at 
least the amount required by the 
State, so long the method by which 
the State computes the reserve re- 
quired is immaterial to the com- 
pany, so that the only purpose to 
be achieved by the change sug- 
gested is the reduction of the legal 
reserve.”’ 

The official valuation is made for 
the information and protection of 
the public. It is ostensibly made 
upon a given basis. If, now, the 
method of valuation may be varied 
by the dictum of the company 
(whether such dictum is included 
in the policy or otherwise is imma- 
terial), the liability as appearing 
in the official valuation being de- 
creased while the actual terms of 
the contract are in no wise modified, 
with no indication of the changed 
method of valuation, the official 
report becomes worse than value- 
less ; it becomes a means of deceiv- 
ing the public as to the standing 
and reliability of the company. 


The object of the method is simply 


to enable a company to incur a great 
expense in obtaining business with- 
out depleting (but perhaps increas- 
ing) the apparent surplus, by the 
device of reducing the apparent lia- 
bilities. If the treating of the first . 
year alone as term insurance does 
not satisfactorily reduce the liabil- 
ities, any number of years may 
equally readily be so treated, at 
least until the net premium for the 
age attained at the expiration of 
such period of years is equal to the 
gross premium charged, and a gross 
valuation takes the place of the 
legal net valuation. The method 
is of a piece with another method 
which is said to have been used, 
the rewriting of existing policies 
upon the terms of the original, but 
reporting them and treating them 
for purposes of valuation as new 
policies. 

Probably most actuaries would 
agree that the present basis of legal 
valuation could be greatly 
proved, and perhaps that some al- 
lowance should be made for the 
expense of new business. Probably 
with equal unanimity they would 
agree that the same basis should be 
used for all companies, and be fixed 
beyond the possibility of evasion ; 
or else that companies should be 
allowed to choose the basis for the 
valuation of their policies and a full 
statement of the basis accompany 
the valuation. The attempt to 


im- 


divide a policy with a uniform or 


nearly uniform premium into two 
policies, a term and some other 
form of policy, is simply an at- 
tempted evasion of the law; though 
some few actuaries seem to con- 
sider it a successful and, under 
the circumstances, a _ justifiable 
evasion. 








NATIONAL AND STATE LOCAL AGENTS’ ASSOCIATIONS. 


The Relations Existing Between These Bodies and Their Interdependence. 


By GEORGE D. 


The association movement among 


local agents was national in its 
inception. Only in New York and 


Kentucky were state associations in 
existence before Mr. Brannen called 
the first national convention in Chi- 
cago in 1896. Mr. Woodworth 
went to that first convention as a 
delegate from the New York State 
Association. But it is safe to say 
that all local associations existing 
before the Chicago convention of 
1896 were well aware of their in- 
ability to check any of the processes 
that were breaking down the au- 
thority and position of all local 
agents. Therefore, the call to 
national co-operation, with its 
promise of utilizing the immense 
influence of a united agency class, 
met with a ready response from 
these earlier associations of agents, 
as from the unorganized 
body of agents. 


as well 


Following the first national con- 
vention, state associations 
rapidly formed, and at once showed 
their usefulness in solving state 
difficulties and controlling hostile 
legislation. So clearly has the 
value of the state associations ap- 
peared that the national organiza- 
tion is occasionally overlooked; 
but such an error is merely tem- 
porary. Fora time the state asso- 
ciations will naturally absorb the 
attention of a large class of agents. 
An insurance man is not the only 
one that sometimes ‘‘ gets a dime so 


were 


close to his eyes that he cannot see 
a dollar beyond.”’ 
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But as the work of establishing 
the state associations is completed, 
our zealous members will have 
more attention to spare, and can 
give more thought to great national 
reforms. Moreover, state questions 
are going to straighten themselves 
out to a large extent. Managers 
will be frightened into sobriety by 
the failures, reinsurances and “‘ sell- 
outs’’ of companies, and by the 
closing of branch offices. At the 
same time a shrinkage of companies 
will very likely change the attitude 
of the public toward insurance. 
Insolvent companies leave wailing 
loss claimants who serve as a warn- 
ing that insurance companies must 
get enough money to pay their 
debts. Fewer companies remaining 
in a hostile state means reduced 
income from fees for state officials 
and reduced tax returns. This 
often tends to raise up political 
champions of fairer treatment to in- 
surance interests, so that the com- 
panies may be brought back to the 
state. The large insurers, also, 
pinched for adequate protection, 
will come to the assistance of the 
companies. With the situation 
thus preparing itself we may look 
for the climax of state work at a 
comparatively early date. 

Because the organization of state 
associations and state political work 
are both confined to state lines, 
therefore, the value of the national 
association is temporarily forgotten. 
The insurance companies are now 
interested in the formation of state 











associations, chiefly because of the 
pressing necessity of converting 
public opinion. But as these state 
associations’ membership is com- 
pleted and the insurance interests 
and the public become reconciled, 
then the energies of the associa- 
tions will concentrate on reforms in 
the insurance business itself, and 
for this work nothing but national 
organization is adequate. The 
pressure of public opinion through- 
out the whole agency class is the 
power that must be invoked. 

But there ought not to be even a 
temporary question of the pre-emi- 
nent importance of the national 
association. We have seen that 
most of the state associations owe 
their origin to the national associa- 
tion, having been organized by 
national officials. The average 
state association draws its courage 
during infancy from the success of 
associations of other states. It is 
guided by the experience of the 
other states. At the national con- 
vention its delegates meet the men 
from the other states and come 
back home with renewed confidence 
and determined that their state 
shall lead rather than lag in the 
good work. We can test the rela- 
tive position of the national and the 
state associations by asking what 
would become of the state associa- 
tions if the national conventions 
were discontinued, and there were 
no national officials to stir up the 
movement in localities where en- 
thusiasm was deficient, or come 
with advice and assistance in times 
of danger. 


But the practical operative rela- 
tions between the national and state 
associations are, as yet, somewhat 
indefinite. 


Experience alone can 








National and State Local Agents’ Associations. 7 


determine the proper limits of au- 
thority on the one hand and respon- 
sibility on the other. But it is 
already clear that the interests of 
the whole movement demand some 
control over the action of state asso- 
ciations. For the sins of one 
unpopular state association are 
charged to the movement every- 
where, and raise up enemies in dis- 
tant states to hamper the operations 
of state associations that are wholly 
innocent of the offense complained 
of. Much the safest plan for the 
good of the whole movement would 
be for the state officials to confer 
freely with the national officials re- 
garding all plans that could pos- 
sibly generate opposition to the 
growth of the national association. 
Better a deal of correspondence 
finally found to be unnecessary, 
than one mistaken action that gives 
grounds for the charge that the 
associations cannot be trusted to 
use their power conservatively. 
Better miss some chances for glori- 
ous action than get a reputation for 
half-fledged recklessness. When 
the membership of state associa- 
tions includes all the solid and 
responsible agents of the state, then 
that association can be trusted with 
liberty. It will surely elect con- 
servative and wise men to its offices, 
and will then need little guidance 
from national officials. 


The national association of local 
agents is destined to have great 
influence’ over the development of 
insurance in the United States. 
Theassociations’ strength is founded 
on the approval of thinking, con- 
servative, successful agents. To 
retain and increase its influence it 
must continue to merit this support. 
The selected body of representatives 
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The association movement among 
local agents was national in its 
inception. Only in New York and 
Kentucky were state associations in 
existence before Mr. Brannen called 
the first national convention in Chi- 
cago in 1896. Mr. Woodworth 
went to that first convention as a 
delegate from the New York State 
Association. But it is safe to say 
that all local associations existing 
before the Chicago convention of 
1896 were well aware of their in- 
ability to check any of the processes 
that were breaking down the au- 
thority and position of all local 
agents. Therefore, the call to 
national co-operation, with its 
promise of utilizing the immense 
influence of a united agency class, 
met with a ready response from 
these earlier associations of agents, 
as well as from the unorganized 
body of agents. 


Following the first national con- 
vention, state associations were 
rapidly formed, and at once showed 
their usefulness in solving state 
difficulties and controlling hostile 
legislation. So clearly has the 
value of the state associations ap- 
peared that the national organiza- 
tion is occasionally overlooked; 
but such an error is merely tem- 
porary. Fora time the state asso- 
ciations will naturally absorb the 
attention of a large class of agents. 
An insurance man is not the only 
one that sometimes ‘‘ gets a dime so 
close to his eyes that he cannot see 
a dollar beyond.”’ 


But as the work of establishing 
the state associations is completed, 
our zealous members will have 
more attention to spare, and can 
give more thought to great national 
reforms. Moreover, state questions 
are going to straighten themselves 
out to a large extent. Managers 
will be frightened into sobriety by 
the failures, reinsurances and “‘ sell- 
outs’’ of companies, and by the 
closing of branch offices. At the 
same time a shrinkage of companies 
will very likely change the attitude 
of the public toward insurance. 
Insolvent companies leave wailing 
loss claimants who serve as a warn- 
ing that insurance companies must 
get enough money to pay their 
debts. Fewer companies remaining 
in a hostile state means reduced 
income from fees for state officials 
and reduced tax returns. This 
often tends to raise up political 
champions of fairer treatment to in- 
surance interests, so that the com- 
panies may be brought back to the 
state. The large insurers, also, 
pinched for adequate protection, 
will come to the assistance of the 
companies. With the situation 
thus preparing itself we may look 
for the climax of state work at a 
comparatively early date. 

Because the organization of state 
associations and state political work 
are both confined to state lines, 
therefore, the value of the national 
association is temporarily forgotten. 
The insurance companies are now 
interested in the formation of state 











associations, chiefly because of the 
pressing necessity of converting 
public opinion. But as these state 
associations’ membership is com- 
pleted and the insurance interests 
and the public become reconciled, 
then the energies of the associa- 
tions will concentrate on reforms in 
the insurance business itself, and 
for this work nothing but national 
organization is adequate. The 
pressure of public opinion through- 
out the whole agency class is the 
power that must be invoked. 

But there ought not to be even a 
temporary question of the pre-emi- 
nent importance of the national 
association. We have seen that 
most of the state associations owe 
their origin to the national associa- 
tion, having been organized by 
national officials. The average 
state association draws its courage 
during infancy from the success of 
associations of other states. It is 
guided by the experience of the 
other states. At the national con- 
vention its delegates meet the men 
from the other states and come 
back home with renewed confidence 
and determined that their state 
shall lead rather than lag in the 
good work. We can test the rela- 
tive position of the national and the 
state associations by asking what 
would become of the state associa- 
tions if the national conventions 
were discontinued, and there were 
no national officials to stir up the 
movement in localities where en- 
thusiasm was deficient, or come 
with advice and assistance in times 
of danger. 


But the practical operative rela- 
tions between the national and state 
associations are, as yet, somewhat 
indefinite. 


Experience alone can 
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determine the proper limits of au- 
thority on the one hand and respon- 
sibility on the other. But it is 
already clear that the interests of 
the whole movement demand some 
control over the action of state asso- 
ciations. For the sins of one 
unpopular state association are 
charged to the movement every- 
where, and raise up enemies in dis- 
tant states to hamper the operations 
of state associations that are wholly 
innocent of the offense complained 
of. Much the safest plan for the 
good of the whole movement would 
be for the state officials to confer 
freely with the national officials re- 
garding all plans that could pos- 
sibly generate opposition to the 
growth of the national association. 
Better a deal of correspondence 
finally found to be unnecessary, 
than one mistaken action that gives 
grounds for the charge that the 
associations cannot be trusted to 
use their power conservatively. 
Better miss some chances for glori- 
ous action than get a reputation for 
half-fledged recklessness. When 
the membership of state associa- 
tions includes all the solid and 
responsible agents of the state, then 
that association can be trusted with 
liberty. It will surely elect con- 
servative and wise men to its offices, 
and will then need little guidance 
from national officials. 

The national association of local 
agents is destined to have great 
influence over the development of 
insurance in the United States. 
The associations’ strength is founded 
on the approval of thinking, con- 
servative, successful agents. To 
retain and increase its influence it 
must continue to merit this support. 
The selected body of representatives 
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that come from the state associa- 
tions to the conventions of the 
national association will not lose 
hold of this truth. Surely the con- 
vention will always endeavor to 
select wise and safe leaders for the 
national positions. Such men will 
uphold the high ideals that distin- 
As 
the state associations absorb these 


guish the convention sessions. 
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high ideals and learn to work as 
members of the great national 
body, guarding its honor and 
sharing its credit, the true re- 
lations between the national asso- 
ciation and the state associations 
will be recognized and a body of 
precedents will accumulate that 
will at length develop into work- 
ing regulations. 














REVIEW OF THE MONTH 


LIFE INSURANCE. 


During the past month life insurance 
circles have been interested mainly in the 
The First Year discussion of one year 
Toe, Cian term valuations attend- 
ing the issuance of the 
annual reports of the Vermont and Massa- 
chusetts insurance departments. The de- 
partments of both States take a strong 
stand upon this question, and decline to 
admit the valuation of whole life and 
endowment policies upon any other basis 
than the full legal reserve for the first year. 
The commissioners of Vermont discuss the 
legal aspects of the case, and—in view of 
the fact that the recent controversy over one 
year term valuations grew out of the posi- 
tion of this department —the statement of 
the commissioners thereon is of particular 
interest. The Vermont Life Insurance 
Company of Burlington retired from busi- 
ness March 1, 1goo, and reinsured its out- 
standing risks in a first-class New York 
company. Very soon thereafter published 
articles appeared in the insurance press 
charging (1) that the Vermont department 
had reversed its ruling upon the valuation 
of the first year’s premium, (2) that this 
reversal had caused the retirement of the 
Vermont life, and (3) that the management 
of the company was given no opportunity 
to appeal to the courts fora ruling. The 
commissioners, in their report, contradict 
each of these asseverations. They state, in 
the first place, that the department’s posi- 
tion in regard to first year term valuations 
was ‘‘no reversal of any previous ruling ’’; 
that the Vermont Life was “irretrievably 
insolvent on the most liberal basis of valu- 
ation of its reserve liability used in this 
country ’’; and, finally, that the company 
was given ‘“‘ample opportunity to protect 
its rights in the courts.’’ 

The commissioners’ statement of the case, 
so far as it refers to the Vermont Life, 
shows beyond possible question that its 
failure was in no wise occasioned by the 
application of a full legal reserve; but, on 
the contrary, that the attempt of the com- 
pany to reduce its liability by valuing the 





first year’s premium as term insurance, 
was incidental to, and practically the result 
of, weak and inefficient management. It 
has been constantly claimed, by the advo- 
cates of the one year term reserve, that 
setting aside the full reserve during the first 
year is fatal to the success and prosperity of 
new and smallcompanies. The retirement 
of the Vermont Life was eagerly seized 
upon for the purpose of substantiating this 
claim. Circumstances show, however, that 
the company’s failure was due solely to bad 
management, and not to the enforcement 
of State standards of solvency, which, as it 
appears, in this case at least, stood between 
the company and further loss to its policy- 
holders. In every instance it will be found 
that the one year term reserve is a device 
adopted to cover the defects of inefficient 
management. 


* 


The insurance commissioners of Vermont 
state that the question of term valuations 
Legal Aspects — first brought directly to 
of the Case. their attention in Septem- 

ber, 1899, while they were 
examining the policies of an outside com- 
pany which had applied for a State license. 
These policies contained a provision for 
term insurance during the first year. The 
company was informed that a provision of 
this character would be contrary to the 
Vermont law relating to reserves. The 
commissioners only learned the following 
December that the Vermont Life and four 
or five outside companies licensed in the 
State, were issuing policies upon that 
basis. 

The commissioners assert that their rul- 
ing agaiust the first year term reserve is 
based upon legal grounds. The statutes 
of Vermont provide for a legal reserve 
based upon the Actuary’s four per cent. 
table. The department takes the position 
that the one year term clause is inserted in 
the policy for the purpose of avoiding this 
reserve, and that they are therefore legally 
bound to disregard such a clause in the 
valuation of the policies; that any other 
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construction would completely break down 
the legal standard of solvency, since, if it 
were possible to devise a contract confiscat- 
ing the reserve during the first year, it 
would be equally permissable to do it for 
the first two or first five years. In fact, the 
commissioners have been informed that 
contracts in which the first two years are 
treated as term insurance are now being 
issued and sold. Under such circumstances 
they argue that the valuation of reserve 
liability by the State department would be 
meaningless. 

In the matter of valuation the commis- 
sioners claim that the form of policy must 
be determined by accepted actuarial stand- 
ards and not by special clauses inserted in 
the policy. They point out that the dis- 
tinguishing features of a whole life policy 
are a level premium throughout the period 
and a promise to pay a stated sum at death, 
and that in respect to these two factors 
there is no difference whatever between the 
regular whole life policy and the policy 
containing the one year term clause. 


¥ 

The commissioners also discuss the claim 
made by the one year term advocates that 
since a one year term 
policy and a deferred 
life, the first premium 
of which is payable one year hence, may 
be issued separately, these two policies 
can be combined in one instrument, and 
that the reserve computed on the combined 
contracts must be the same as on the two 
contracts taken separately. The commis- 
sioners deny the force of this argument. 
They state that an examination of the term 
policy and the combined deferred life 
policy under discussion discloses character- 
istics not ordinarily found ia term policies, 
namely, a gross premium largely in excess 
of the customary term rates; the use of a 
portion of the premium to bring another 
policy into being, and the charging of dif- 
ferent premiums for persons of the same 
age for the so-called term insurance, ac- 
cording as the policy may be a whole life 
or endowment contract, this last raising a 
question as to the violation of the anti-dis- 
crimination law. So far as a deferred life 
policy standing alone is concerned the 
commissioners say that such a contract is 
an anomaly which never has and never 
will be put on sale. The two contracts 


Separate and Com- 
bined Contracts. 


will not stand alone, and are created with 
distinct reference to their joinder and must 
be so considered. As separate contracts 
they are merely curiosities. 

The commissioners quote Mr. Emory 
McClintock’s statement in the May number 
of INSURANCE ECONOMICS in support of 
their position, in which that distinguished 
actury said, ‘‘ However much I might sym- 
pathize with a young company seeking to 
evade these laws, I could, were I a com- 
missioner, interpret my duty in only one 
way. If insurance for life is secured by a 
contract I should treat it as insurance for 
life, even though the contract should de- 
scribe it as composed of two successive in- 
surances, the first for the term of one year 
and the second for the remainder of life."’ 

The commissioners believe that the ques- 
tion is of too much importance to be deter- 
mined by the expediency ofa few companies 
and suggest that if the sense of actuarial 
opinion is that present reserve standards 
are too severe the provisions of the law 
may with safety be liberalized, but that 
this question is entirely distinct from the 
interpretation of the present law. They 
make this suggestion: ‘‘ The question is of 
sufficient importance to demand a settle- 
ment, and the adjustment, to be in the 
most satisfactory form, should be legisla- 
tive rather than in the courts, and amicable 
rather than controversial; for a body 
of men of such high intellectual qualifica- 
tions as the actuaries of this country should 
be able to settle upon recommendations 
relating to reserve requirements suited to 
present conditions; and whatever those 
recommendations, they should, with such 
authority behind them, find ready incor- 
poration into statute law and furnish a 
settlement of the vexed question at once 
definite and of permanence.”’ 


5 

The insurance commissioner of Massa- 
chusetts is in accord with the Vermont 
department in its 
interpretation of 
the legal aspects 
of the case; namely, that a policy having 
a level premium and contracting to pay a 
stipulated sum at death is a whole life pol- 
icy, and must be valued as such, despite 
the conditions of the contract in regard to 
term insurance. The commissioner says: 
“If the policy promises only a fixed 


Position of the Massa- 
chusetts Department. 











amount of insurance for the whole of life, 
and the premiums are equal sums to be 
paid in each and every year throughout 
the lifetime of the insured, there is no 
room for two conclusions as to whether 
such is an ordinary life policy.”’ ‘ 

Mr. Cutting also dwells upon the fact 
that the contract under consideration 
agrees at the end of the first year to 
“‘renew and continue’’ the insurance for 
the whole of life in consideration of the 
continued payment of the same premium, 
thus making it a ‘‘continuous contract.’’ 
He points out that the rate charged is the 
same as advertised by the company for a 
whole life policy, and that the contract of 
insurance does not differ in any particular 
from that of an ordinary whole life policy. 
Upon this point the commissioner says: 
‘For a thing to be ‘renewed and con- 
tinued’ implies that it already has had 
existence, and for this insurance to be 
renewed and continued for a whole life 
policy would imply that it has already 
begun as such, and this, without the least 
doubt, is the understanding of the appli- 
cant, which is actively or tacitly impressed 
and encouraged by the agent.”’ 


¥ 


The major part of Commissioner Cut- 
ting’s report, however, deals with the 
Other Phases of question in its scientific, 

economic and ethical as- 
the Problem. : 

pects. His argument 
upon this phase of the question is exhaust- 
ive, although presented in terse and vigor- 
ous phrases. In his comment upon the 
question, the commissioner does not under- 
take to use diplomatic language, but pre- 
sents, without equivocation, the plain, bald 
truth as he understands it. He first reviews 
the theoretical phases of valuation as they 
have been and are accepted to-day by all 
actuarial authorities, showing the basis 
upon which the level premium is com- 
puted, and the law governing the reserve 
funds. He points out that under the net 
level premium, accepted as the scientific 
basis of life insurance rates, the balance 
remaining in the hands of the company in 
each year after the payment of current 
mortality is reserve, and that this fund 
must be set aside for the security of the 
policy holder, and that under no circum- 
stances can the State permit the companies 
to divert it to any other use. Mr. Cutting 
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says that the function of the State, as 
expressed in its statutory enactments, is to 
guard and protect this reserve fund, and 
to see that the company keeps it at all 
times intact and safely invested in trust 
for the benefit of the policy-holder. In 
the valuation of a level premium policy, 
each year’s premium must contribute its 
share to the reserve, which is the essence 
of the basis upon which the premium is 
constructed. He states that, so far as 
known, there is no difference of expert 
opinion upon this point. This embraces 
substantially the commissioner’s argument 
upon scientific grounds. 

Discussing the economic aspects of the 
question, the commissioner says that the 
attempt to use the first year’s reserve on 
whole life policies, for the purpose of 
meeting extraordinary expenses during 
that year, is wholly indefensible; that the 
funds provided in the premium for current 
mortality and reserve are for a special pur- 
pose, wholly distinct from the expenses, 
which the State does not attempt to regu- 
late or control. Each company is free to 
collect from the insured such funds as are 
necessary to meet the expenses of manage- 
ment. If the loading commonly provided 
for this purpose is insufficient, there are 
remedies which do not involve a confisca- 
tion of funds designed to protect the policy- 
holder and guarantee the fulfilment of the 
contract. 


> 


But Commissioner Cutting is most 
emphatic when he discusses the ethics 


Viel ia Ge of _ the question. He 
. : claims that the con- 
Light of Ethics. ‘ ; ey 
ract under discussion is 

accepted as a whole life contract, and that 
the insured has no knowledge whatever as 
to its terms or of the fact that it permits 
the company to use the first year’s reserves 
for expenses. He points out that the 
knowledge of the applicant for life insur- 
ance, as to its technical phases, is very 
limited; and that he relies wholly upon 
the representation of the agent and the 
reputation of the company, looking also to 
the State to protect him against misrep- 
resentation and fraud. In regard to the 
one year term contract, Commissioner 
Cutting says: ‘‘It goes without saying 
that this policy is never truthfully ex- 
plained to the applicant; if it were, he 
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certainly would not buy it, for it is incon- 
ceivable that ayybody in his senses would 
pay $227 for something which is only 
worth, and which he can buy of the same 
company, for $148.’’ 

By a series of illustrations, the commis- 
sioner shows how extensive the overcharge 
would be in case the insurance was valued 
upon a term basis. Hesays: ‘Certainly 
no applicant in his sober senses, if he 
knew the actual facts, would for a moment 
entertain such a preposterous waste of his 
money. It is a fiction and a subterfuge, 
and, even if the company by evasive word- 
ing and the agent by false presentation 
succeed in foisting it upon the applicant, 
it is obtaining money under delusive and 
unworthy pretenses, and is a plan of deal- 
ing which no State or court ought to per- 
mit or cendone.’’ The commissioner’s 
argument upon this point is illustrated 
by the following citation : 

‘““The company advertises rates of 
‘yearly term insurance’ as one of the dis- 
tinct classes of its business. A party aged 
thirty makes application for such a policy 
for $10,000, and is informed that the pre- 
mium for a single year term will be $148. 
He also inquires what will be the premium 
for a whole life policy for same amount, 
and learns that it is $227.20. The latter 
form is accepted. Later on, however, he 
finds that there has been inserted in his 
ordinary life policy a clause which says it 
shall be considered as one year term insur- 
ance for the first year and ordinary life 
thereafter, instead of ordinary life from the 
start, which he had bought and paid for. 
He finds that he has actually paid the 
company $227.20 for a one year’s insurance 
which it had just then offered to him for 
$148; and that he has paid $79.20 for no 
benefit whatever. Either this, or else if 
the policy is actually an ordinary life pol- 
icy the company intends by the use of that 
one year term clause to deceive the State 
basis of safety, and scoop into its profits 
the first year’s reserve, which is actually 
and lawfully due tothe reserve protection of 
such a policy. There is no escape from one 
or the other horn of the dilemma — either 
the company has deceived the policy- 
holder by selling him a one year term 
policy for an ordinary life, and thus ob- 
tained from him $79.20 unjustly at the 
start, or else, if it has actually sold him an 


ordinary life policy, it avowedly intends, 
by virtue of the little joker clause, to 
divert to its own pocket his first year’s 
reserve of a like amount.”’ 


¥ 


Commissioner Cutting sums up his argu- 
ment as follows: ‘It is one of the first 
The True Purpose principles of all busi- 
of the Scheme. ness that a policy or 

contract of any kind 
should be construed as a whole and accord- 
ing to its plain intent. And to say that 
there may be read or injected into it any- 
thing that the alleged needs of the man- 
agement of a company may make it 
desirable to find there, without regard to 
the essential conditions and purposes of the 
contract itself and the means provided for 
its fulfilment, is surely inadmissible. To 
say also that this proposed treatment of 
the contract is a matter of indifference to 
the insured, and that his interests are not 
thereby affected, is distinctly untrue. If 
the policy is to be protected to its maturity 
or to its permitted surrender, the means of 
protecting it must be maintained, and one 
of these is essentially the reserve that is 
implied in the premium itself. It has 
been flippantly said that all this is ‘‘ tech- 
nical and trivial.’’ But the whole business 
of life insurance and its massive accumula- 
tions and interests are built up and main- 
tained by and through technicalities, and 
an untruth is never trivial while one’s 
hand is entrusted in another’s pocket. 

‘‘ All the facts as stated in these policies 
and every circumstance attending them, 
and very especially the agreement that they 
may be renewed and continued throughout 
lifetime, without medical re-examination 
or question as to physical condition and 
without any or essential change of pre- 
mium rate, make them, in the estimation 
of the commissioner, continuing contracts. 
This being so, the fiction that the period 
of the permitted continuance may be split 
up into term and life, or other, for the sole 
and undenied purpose of avoiding the reserve 
charge which would otherwise undoubtedly 
attach, is too unreasonable to commend 
itself to the official acceptance of this 
department. 

‘“No one at all acquainted with the 
business has the slightest doubt of the pur- 
pose of this scheme —it is to obtain more 
money for the expenses of the business 
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than is legitimately provided for by the 
loading on the premiums charged, and is 
resorted to generally to assist in an impetu- 
ous rush for business by companies unable 
to obtain the coveted volume by the means 
provided in the expense margin of the 
premiums. The principle is most vicious, 
for if it was’ possibly safely permissible to 
the first year, it would only further demor- 
alize the business and render a like con- 
cession for the second year all the more 
needed and demanded.”’ 


> 


In discussing the question, Commissioner 
Cutting has felt compelled to mention the 
The Commis Companien, porting & 
sionet Attacked. the Massachusetts de- 
partment, making use of the one year term 
contract. As a result, the commissioner 
has been the object of attack by almost 
every insurance publication maintaining 
business relations with these two corpora- 
tions. The arguments with which the 
commissioner supports his contention have 
been practically ignored by those whose 
interest in defending these corporations 
has suddenly become paramount to every 
other consideration. There has been, in 
fact, little or no attempt to dispute the 
soundness of the commissioner’s position. 
Criticism of his report is confined largely 
to personal, and in some cases abusive, 
attacks upon his presumption in intro- 
ducing the names of these two companies 
into his argument. 

Mr. Cutting’s position upon this par- 
ticular point is justified by courtesy, ethics 
and precedence. It has been the custom 
of the department, whenever a question 
affecting general principles has been raised 
by the action of any particular company, 
to freely inject the name of that corpora- 
tion into the text of the annual reports. 
This is done not only because any life 
insurance corporation which undertakes 
to undermine sound principles of life in- 
surance should rightly reap the conse- 
quences of its act, but because it would be 
unjust to bring discredit upon the entire 
business of life insurance on account of 
one or two companies. In this case the 
public discussion of the question was not 
voluntarily taken up by the commissioner, 
but was forced upon him through the in- 
sistent position taken by the companies, 


which have sought to compel the commis- 
sioner by every method, except a straight- 
forward appeal to the courts, to accept the 
term valuation. The commissioner has 
not only been covertly attacked by the 
paid servants of these companies, but 
threats of the most extraordinary char- 
acter, not only against the commissioner, 
but against life insurance companies of 
this State, have been made in order to 
induce him to depart from his concep- 
tions of duty. 

Under the circumstances, these com- 
panies were wholly unwarranted in expect- 
ing that the insurance commissioner would 
remain silent while a continuous attempt 
was being made in published statements 
to discredit both his motives and his intel- 
ligence. Nevertheless, it is probable that 
the commissioner would have refrained 
from a public discussion of the question 
had not one of the companies concerned 
insisted upon the insertion of a foot-note 
in its statement, calling attention to the 
fact that its reserve liability charged by 
the Massachusetts department was some 
$280,000 more than actually claimed by the 
company and accepted by the New York 
department. This fact left the commis- 
sioner no recourse but to explain the 
reasons for the difference. 

If the commissioner’s reasoning in regard 
to the one year term reserve is sound, it 
may, with perfect propriety, be publicly 
applied to the particular companies to 
which it refers. The only test of the com- 
missioner’s position is the soundness of 
his arguments and the accuracy of his 
facts. If these fall, the companies directly 
concerned have been wronged, and have 
grounds for action against the commis- 
sioner. If they stand, the companies have 
only themselves to blame for reaping the 
consequences of a departure from good 
business principles. 


* 


The more the one year term valuation is 
discussed, the more the actuarial support 
of the position taken 
by the insurance de- 
partments of Massa- 
chusetts and Vermont is emphasized. 
Several unsuccessful attempts have been 
made, by the advocates of the one year 
term reserve, to secure the endorsement of 
prominent actuaries. These attempts only 


Actuarial Support 
of the Proposition. 
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serve to show how universal is the opposi- 
tion to the practice, outside of the com- 
panies whose immediate necessities have 
led them to adopt this method of avoiding 
the application of a legal reserve. Mr. 
McClintock’s flat and unequivocal endorse- 
ment of the position taken by the depart- 
ments, expresses practically the position of 
the entire actuarial profession. We pre- 
sent in this number a contributed article 
by Mr. David H. Wells, Actuary of the 
Connecticut Mutual Life Insurance Com- 
pany, and a prominent member of the 
Actuarial Society of America. Mr. Wells 
points out that actuarial opinion in regard 
to the best methods of valuation has, with- 
out the slightest justification, been used by 
the advocates of the one year term reserve 
to support their position. He speaks with 
special reference to Dr. Sprague of Edin- 
burgh and Dr. McClintock of New York, 
neither of whom have ever given expression 
to any idea that could be construed as ap- 
proval of the one year term contract. Mr. 
Wells says that it is perfectly possible for 
actuaries to hold different opinions in regard 
to the question of net valuation, without in 
the least degree affecting their disapproval 
of the one year term devise. Mr. Wells 
further suggests that the expense of ob- 
taining new business in nowise changes 
the rule for determining what constitutes 
a term policy, a net reserve, or a legal 
valuation. He characterizes the one year 
term policy as “simply an attempted eva- 
sion of the law.’’ It is interesting to note 
that Mr. Wells’ article, which was written 
for this magazine prior to the issuance of 
the Vermont report, adopts the same line 
of argument in treating a combined term 
and deferred life policy as something en- 
tirely different from contracts embracing 
these features issued separately. 

A most interesting matter in connection 
with the actuarial side of the question is 
an article written by Mr. A. F. Harvey, 
for many years actuary of the Missouri 
department, published in the June number 
of the Chicago Independent. This article is 
reprinted elsewhere in this number. It 
comprises, in part, a confession that the 
writer was responsible for the introduction 
of the one year term contract, and expresses 
regret for this responsibility; and also an 
analysis of Dr. Sprague’s views, showing 
that there is nothing therein which can be 


claimed as an endorsement of the one year 
term contract now under discussion. Mr. 
Harvey states that if the commissioner of 
Massachusetts has erred in his position he 
has erred on the right side; that his expe- 
rience in the Missouri department — where 
the one year term valuation was admitted 
— did not show any reduction in extrava- 
gance, but on the contrary that ‘‘the 
increase of surplus shown by the method 
was just as surely exhausted by the over- 
expense in the next year, as over-expense 
had been incurred with the destruction of 
surplus in the year past.’’ 

Commissioner Cutting, in his official 
report, confirms the statement made in the 
May number of this magazine regarding 
the views of the late Shepard Homans; 
namely, that it was impossible for the 
departments to value the first year’s insur- 
ance upon any basis other than the estab- 
lished State standards. 


With the approach of the annual meet- 
ing of the National Association of Life 
Underwriters 
the thoughts of 
its members 
are centered upon the election ofa president 
for the forthcoming year. It is learned 
that some momentous questions hinge 
upon the selection of the association’s next 
executive official. Chicago’s recent invita- 
tion extended to western associations to 
attend the June banquet indicates a desire 
on the part of the West to increase its in- 
fluence and cement its strength. There is 
undoubtedly a feeling that the benefits of 
the National Association have heretofore 
accrued more to the East than tothe West; 
that the influence of the eastern members 
is the stronger of the two. This feeling 
has resulted in suggesting the organization 
of a western association which shall be 
independent of the national organization. 
It is not known how extensively this opin- 
ion prevails, but the suggestion has been 
made by responsible men, and must be 
accepted as an indication that the West is 
dissatisfied, in some respects, with results 
obtained by the national association. The 
present association movement originated 
in the East, and it is not unnatural that 
eastern men should, in the past, have had 
a larger voice in the direction and control 
of the national body. To-day, however, 


Presidency of the National 
Life Association. 
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not more than half of the local associations 
are represented in eastern states. Of the 
ten presidents elected since the national 
orgauization but three have been from 
western territory. 

Eastern members of the association, 
anxious to,;see continued the work of 
reconstruction inaugurated by Presidents 
Cochran and Johnson, have, undoubtedly, 
cast their eyes toward one or two eastern 
men deemed suitable for this purpose. At 
the same time there is a strong desire in 
the West that this section of the country 
once more be recognized in the selection 
of a president. Under the circumstances 
there will be no disposition on the part of 
eastern underwriters to oppose this desire. 
They place the integrity of the National 
Associatiation above everything else, and 
would not be party to any contest which is 
likely to strengthen a feeling in the West 
in favor of an independent association. 
They recognize, furthermore, that the 
West contains energetic and able men well 
qualified to administer the affairs of the 
association, promote its welfare and in- 
crease its prestige. In fact, it is admitted 
that the West is clearly entitled to the 
next president, and that the interests of 
the National Association will be promoted 
by the election of a candidate from that 
section. Several Chicago men have been 
mentioned, and a strong name from that 
city presented at the annual convention in 
September will undoubtedly receive unani- 
mous endorsement. An active, capable 
man, working from Chicago in IgoI, can 
undoubtedly arouse as much new interest 
among western associations as Presidents 
Cochran and Johnson have been able to do 
in the East during the past two years. 


> 


In July, 1898, writing upon the question 
of insurance for workingmen, the editor of 
this magazine ex- 
pressed the opin- 
ion that within the 
next decade one of the great American 
political parties would adopt workingmen’s 
insurance as a leading plank in its plat- 
form. This prediction has already, in a 
measure, been verified. The Republican 
party, at its recent national convention at 
Philadelphia, declared itself in favor of 
“‘an effective system of labor insurance’”’ 
in the interest of the American workmen, 


Covernment Insurance 
for Workingmen. 


This declaration will not, of course, be 
made a feature of the coming campaign. 
It is inserted in the platform mainly to 
attract the laboring vote. The fact that 
the Republican party has pronounced upon 
this question will, undoubtedly, be re- 
ceived with surprise by many of those 
engaged in the insurance business. The 
fact is, however, there is every indication 
that within a few years labor insurance 
will become a campaign slogan, and, when 
other effective issues have passed away, 
will be taken up by political managers as 
a policy which may be safely discussed 
before the American people. 

The insurance press has not very gener- 
ally commented upon the declaration made 
by the Republican party. A few, how- 
ever, have noted it adversely. The insur- 
ance companies, especially the industrial 
life companies, will very naturally look 
upon the project as an invasion of their 
field. The wisdom of government control 
is a subject which is capable of effective 
discussion upon both sides. Paternal 
schemes of insurance have been tried in 
European countries with varying degrees 
of success. This plan of insuranee has 
often been hastily condemned by those not 
thoroughly familiar with its workings; 
but, while it is in many respects defective, 
yet a careful study of the question compels 
an impartial observer to admit that it is 
not wholly a failure. An opinion prevails 
that in America any plan which savors of 
paternalism will be opposed, but an ob- 
server of modern tendencies in American 
politics cannot fail to see that the opposi- 
tion to paternalism is more theoretical 
than practical. This is merely stated as a 
fact. Whether governmental insurance 
for workingmen is desirable or not is a 
question for careful consideration. The 
main test is that of cost. We know that 
industrial life insurance, as conducted by 
private corporations, is heavy in its cost 
by the very nature of the business. If by 
compulsory government insurance the cost 
of this tax to American workingmen can 
be reduced, there will then be a very 
strong and substantial argument in favor 
of the project. Existing tendencies will 
suggest to the private corporations doing 
industrial insurance the wisdom of unceas- 
ing efforts to improve the conduct of the 
business and reduce its cost. 











FIRE INSURANCE. 


* One hundred and three fire insurance 
companies, embracing all but a few of the 
general agency 
companies, met 
in New York 
June 21, at the call of the Committee of 
Twenty-Seven. Mr. Henry H. Hall pre- 
sented the committee’s report and ex- 
plained its purposes, stating that the 
committee had sought by careful study of 
the situation—including the varied and 
diverse interests of different elements — to 
arrive at the most feasible remedy for ex- 
isting conditions. This required not only 
a remedy which would result in material 
improvement but one which the patient 
was willing to take, thus involving prac- 
tical considerations rather than wholly 
ideal conditions. While the report pre- 
sented did not represent in every respect 
the personal views of each and every mem- 
ber, it stood for what the committee be- 
lieved to be best calculated to insure its 
adoption. 

The committee’s report covered the fol- 
lowing important questions: (I) rates; 
(2) commissions; (3) brokerage; (4) large 
cities; (5) agency limitations; (6) schedule 
policies; (7) re-insurance; (8) credits. 

The report was in the form of a docu- 
ment designated the ‘‘ Agreement of 1900,”’ 
intended as a compact for signature by the 
companies. 


Report of the Committee 
of Twenty-Seven. 


* 


This agreement proposes the appoint- 
ment of a supervisory committee of thirty, 
consisting of the officers 
and managers of general 
agency companies, fairly 
representing all classes of signers, whose 
immediate duty shall be to readjust rates 
upon such classes and in such localities as 
the experience of underwriters during the 
past five years has shown to be unprofita- 
ble. The committee shall also endeavor 
to consistently place all classes of risks on 
an even level of expected profit, so that no 
class or classes shall intentionally be 
allowed to rate upon a basis of greater ex- 
pectation of profit than any other. Pro- 
vision is thus made not only for an advance 
but an equalization of rates. These rates 


Features of the 
Agreement. 


are to be based upon the co-insurance or 
The writing of term 


reduced rate clause. 


policies on other than mercantile build- 
ings, dwellings, churches, schoolhouses, 
hospitals, ete., is prohibited, the charge 
for term policies to be not less than 75 per 
cent. of the annual rate for each full year 
in excess of the first. 

Upon the question of agency compensa- 
tion it is provided that in excepted cities, 
which shall be hereafter designated, (not 
to include any of less than 200,000 popula- 
tion), a flat commission of twenty per cent. 
may be paid to agents, or, as an alterna- 
tive a flat commission of fifteen per cent. 
with a fifteen per cent. contingent. In all 
other cities and towns the commission 
shall be fifteen per cent. flat or ten per 
cent. flat and fifteen per cent. contingent. 
One salaried representative may be ap- 
pointed in any city, who shall not be 
permitted to act for any other company, 
and shall not be appointed if at the time 
he represents as agent another subscribing 
company, or has represented it during the 
previous twelve months, unless the consent 
of the other company is first obtained. 
Brokerage, to be paid either by companies 
or agents, is limited toten percent. The 
supervisory committee shall take up the 
question of large cities and secure the 
organization or reorganization of- local 
boards in harmony with the general pur- 
poses of the agreement. No general or 
special agents shall be maintained with 
powers or duties contrary to the spirit of 
the agreement. 


> 


Agency limitation is covered in the fol- 
lowing proviso: ‘‘No company for itself 
A Dual Agency pr mgs wn Se Se 
Rule. sidiary organization sub- 
scribing hereto shall ap- 
point more than two agencies whether 
under commission or salary, in any town, 
village, or city having a population not 
exceeding 100,000, within the territory cov- 
ered by this agreement. The Committee 
of Supervision shall consider the situation 
in the cities of over 100,000 inhabitants, 
and in each case shall frame rules looking 
to the limitation of the number of agencies 
on the lines of absolute equality to all 
companies.’’ 

The agreement provides for the obser- 
vance of all tariff rates in letter and spirit, 
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and for the adoption of the ‘‘ Troy” rule 
covering collections, unless rendered im- 
practicable by the standard policies of any 
state. Companies party to the agreement 
are forbidden to reinsure in whole or in 
part the risks of any non-subscriber. It is 
also provided that ‘‘Schedule policies, 
except on railroad property including 
merchandise in transit, elevators and ware- 
houses when included in such railroad 
schedules and blanket policies covering 
not more than one plant, shall not be 
written on any property covered beyond 
the limits of a single city or county.” 

The jurisdiction of the agreement is 
defined in the following clause: 

‘‘This agreement shall apply to all cities, 
towns and sections of the United States in 
which associations for the regulation of 
rates and the compensation of agents do 
not exist, and in addition (in the super- 
visory capacity hereinbefore provided for), 
to all sections of the United States under 
existing organizations, subject to the re- 
strictions imposed by law.”’ 

The chief points of discussion in the 
meeting related to jurisdiction and also to 
the paragraph on dual agencies. The 
agreement was referred back to the Com- 
mittee of Twenty-Seven with instructions 
to place interpretations upon these two 
clauses, to secure signatures and to calla 
subsequent meeting. An informal vote 
taken showed that 65 companies present 
were willing to sign the agreement as it 
stood. Thirteen were unprepared to state 
what their position would be, and three 
expressed themselves as unwilling to sign 
the agreement in the form presented. 
Twenty-two who answered to the roll-call 
failed to register their votes. 


> 


In accordance with its instructions the 
Committee of Twenty-Seven met in New 
York, June 25, and 
voted to submit the 
agreement to the com- 
panies at once for signature. The com- 
mittee also agreed upon the following 
interpretation of the section relating to 
jurisdiction : 

“It is the sense of the Committee of 
Twenty-Seven that the Committee of Su- 
pervision shall have direct control and 
carry into immediate effect the provisions 
of this agreement in all cities, towns and 


The Committee's 
Interpretations. 
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sections not under the jurisdiction of the 
Western Union and the Board of Fire 
Underwriters of the Pacific; its relations 
to these associations to be of an advisory 
character.”’ 

The intent of the dual agency rule was 
defined in the following terms: 

“It is the intention of this article that 
in all cities of not exceeding 100,000 popu- 
lation each company with its subsidiary 
organization or organizations, can have but 
two agencies. The words ‘subsidiary 
organization’? mean any company owned 
or controlled by a subscribing company or 
any department of a subscribing company 
conducted either singly or jointly with 
another company under a separate title.’’ 

The committee also decided that when 
another meeting was called it would suggest 
an amendment, permitting the reinsurance 
of the entire risks of a non-subscribing 
company retiring from business. 


¥ 


The distinguishing features of the-pro- 
posed agreement are its attempt to cen- 
Centralizing Aspects m3 ae eee 
of the Plan. o all questions re- 

lating to rates, com- 
missions, rules and practices; to secure an 
equalization of rates; to permit an alter- 
native contingent commission; and to 
establish a dual agency rule for all parent 
companies. Each one of these questions 
has involved endless discussion and con- 
sideration on the part of the Committee of 
Twenty-seven, and has been thoroughly 
reviewed in the public press since the 
meeting of June 21. 

The attempt to centralize the control of 
rates and commissions in the hands of com- 
pany officials is a radical departure. The 
argument advanced in its favor is that it 
will tend to establish uniformity of prac- 
tice throughout the country, and eliminate 
many of the inconsistencies and inequali- 
ties which have alienated public support. 
The centralization suggested has, not un- 
naturally, been opposed by those inter- 
ested in maintaining the independence of 
the present field organizations. So strong 
has been the feeling that the Committee of 
Twenty-seven has felt compelled to modify 
the application of the agreement to the 
Western Union and Pacific board. 

It was probably the original intention of 
the committee to bring all field organiza- 
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tions under one control: not destroying 
them, however, but using the machinery 
created for putting into effect the desires 
of the central organization. Opposition to 
this plan first cropped out at the meeting 
of the Western Union in March, when it 
was claimed before that body that the 
plans of the Committee of Twenty-seven, 
then under consideration, involved the 
destruction of the Western Union. This 
agitation made it necessary for the com- 
mittee to assure members of the Western 
Union that it was far from its purpose to 
supersede the organization or in any 
respect diminish its power. 


- 


When the agreement was presented to 
the companies, however, the rule covering 
Didsronces Over this question seemed to 

- gs be capable of interpreta- 
Jurisdiction. tas : 
tion im various ways. 
Even between the members of the com- 
mittee there appeared to exist differences of 
opinion in regard to this particular section. 
The formal interpretation subsequently 
made by the committee has cleared the 
atmosphere toa certain degree. There is 
no question, however, but that it is the 
desire of many eastern officials, if a central 
organization is formed, to exercise equal 
controlling powers in all sections of the 
country and it is claimed, in view of the 
committee’s interpretation, that several 
companies which would otherwise have 
signed, will withhold their endorsement, 
taking the ground that one of the chief 
objects of the agreement is to secure a 
change in the existing situation in Western 
Union territory, and that its exemption 
will render the agreement of small value. 

It is apparent that Western managers 
will steadfastly resist any plan which, 
inferentially or otherwise, dispossesses 
them in any degree of the large powers 
now held. They not only contain among 
their number some of the ablest under- 
writers in the business, but also hold juris- 
diction over one of the most important 
sections of the country, from an under- 
writing point of view. Out of the total 
annual premium income of $137,000,000 
about $57,000,000, or less than forty per 
cent, comes from the territory covered by 
the Western Union. No underwriting 
organization in the country controls so 
large a territory, or is responsible for 


so large a premium income. It is, there- 
fore, perfectly natural for Chicago mana- 
gers, holding such large responsibility and 
exercising so much power, to oppose any 
proposition which will curtail their juris- 
diction. 


> 


The scope of the agreement in regard to 
rates is an interesting one. It provides 
The Equaliza- first for an advance “ rates 
tion of Rates. “PO? classes and in ocali- 
ities which experience has 
shown to be unprofitable for the past five 
years. It also provides that an attempt be 
made to place all classes of risks upon an 
even level of expected profit. By the 
adoption of the agreement the companies 
will be pledged to carry out this program. 
The question which naturally arises is, 
How can the Committee of Thirty deter- 
mine what rates have proved unprofitable 
for the past five years and what rates have 
produced an excessive ratio of profit ? 

The agreement intimates that it must be 
determined by the experience of under- 
writers, It does not say, however, whether 
this experience shall be based upon statis- 
tics or judgment. In other words, the in- 
terpretation of the committee’s meaning in 
this respect, like the interpretation of 
‘‘advisory’’ control of the Western Union 
and Pacific Board will rest largely with 
individual desires and expectations. It 
is known that the Committee of Twenty- 
seven thoroughly discussed combined clas- 
sification, and at one time appeared to be 
warmly in favor of a recommendation on 
the question. But the opposition of prom- 
inent companies made it appear inadvisable 
to cover the matter in specific terms. 

If the agreement is adopted, it will remain 
with the Committee of Thirty to consider 
what steps it will take to advance unprofit- 
able rates and reduce those which arejultra- 
profitable. It may be that such considera- 
tion will lead naturally and logically up 
to an attempt to classify statistics. 


a 


The Committee of Twenty-seven ascer- 
tained very early in its work that there 
had been a marked change 
of sentiment among com- 
panies and agents upon 
flat commissions. While many still be- 
lieved that the flat commission basis of 


Compensation 
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compensation was the most practicable, yet 
it was clear that opinion in favor of an al- 
ternative contingent or graded commission 
was too strong to be ignored. Both alter- 
natives were considered, and, while theo- 
retically the merits of the graded commis- 
sion were recognized, yet there was so 
much to be said against it upon practical 
grounds that it was thrown aside in favor 
of the contingent alternative. The methods 
of paying this alternative commission are 
left open for the committee on supervision 
to decide, but it is recognized as necessary 
that all companies in an agency shall adopt 
a uniform basis of compensation. By the 
terms of the agreement, if adopted, the 
fifteen per cent. commission will go into 
immediate effect in all cities and towns 
having a population of less than two hun- 
dred thousand. The provision for the pay- 
ment of twenty per cent. in large cities is 
optional and not mandatory, and will be 
put into effect only by the committee on 
supervision. 


> 


It is stated that the most knotty problem 
handled by the committee was agency lim- 


itations. During the past 
a year the sentiment among 
oor the companies and _ local 


agents has become almost unanimous in 
favor of single agencies. It has been the 
desire of the committee all along to recom- 
mend an endorsement of the single agency 
platform adopted at the last convention 
of the National Association of Local Fire 
Insurance Agents. The committee was 
confronted, however, by the problem of 
‘‘annexes,’’ The circumstances surround- 
ing this question, which caused the commit- 
tee to favor a dual agency rule, were exten- 
sively discussed in the June number of this 
magazine. The committee believed that 
this was the only solution of this compli- 
cated problem. The declaration in favor 
of dual agencies will, of course, be unfav- 
orably received by local agents. While 
other features of the committee’s proposi- 
tion might receive the approval of local 
agents it is not probable that the National 
or State Associations would care to effect a 
change in their policy upon this important 
question. The rule, if adopted, will give all 
companies a dual agency privilege, except 
underwriters’ agencies and companies 
which are owned or controlled by other 


companies. To illustrate the application 
of the rule it may be said that in the case 
of the Royal and Queen it will give these 
companies one agent apiece. The same 
may be said of the German-American and 
the German Alliance and the Hartford and 
the Underwriter’s Agency. In the case of 
the London & Lancashire, which controls 
two other companies and also operates an 
underwriters’ agency, it will be allowed 
one agent for the London & Lancashire, 
one agent for whichever of the subsidiary 
organizations it may select, and none for 
the others. Whether all companies main- 
taining subsidiary organizations are willing 
to accept these restrictions cannot be de- 
termined until the Committee of Twenty- 
seven reports in regard to the procurement 
of signatures. 


Aa 


The Agreement of 1900 will go down into 
history as one of the most perfect docu- 


Probable Success ents ever presented 


ies f 
of the Agreement, ” the companies for 
signature. It is broad, 


comprehensive, and yet simple in its scope. 
As previously suggested, it is not ideal, 
but the very fact that it represents a 
compromise measure, adapted for the pur- 
pose of harmonizing interests and securing 
co-operation, is one of the elements which 
entitles it to commendation. The impor- 
tant question is, of course, whether the 
committee will secure enough signatures 
to warrant the enforcement of the agree- 
ment. This is a question which none can 
answer atthistime. The circumstances are 
very unusual, and the opinions and interests 
of underwriters are subjected to influences 
which have never been in operation to so 
marked a degree. The extremely acute 
conditions, however, warrant a reasonable 
expectation that the agreement will finally 
be accepted, with possibly some modifica- 
tions. 

The general level of rates in the United 
States to-day is far too low to provide for a 
normal rate of burning. An advance of 
not less than fifteen points is essential in 
order to yield the companies a reasonable 
profit even under normal conditions. A 
reliance upon prospective improvement in 
the fire waste is futile. An erroneous im- 
pression has prevailed that the business of 
fire insurance has been passing through 
abnormal conditions, and that, without 
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any material change in the level of rates, 
a change is likely, in time, to take place. 
But the fact is that the rate of burning in 
1899 was not excessive. The large loss 
ratios were due entirely to the fact that 
rates were far too low to provide for an 
average experience. This resulted in 
heavy loss ratios under a normal rate of 
burning. 

What the experience has been during 
the current year it is impossible to say 
from absolute statistics. A rough estimate 
places the property loss during the first 
six months of 1900 at about $90,000,000. 
The ‘Chronicle Fire Tables’’ reported 
$73,000,000 property loss for the first six 
months of 1899. This affords no index to 
insurance loss, but the reports current 
indicate that the companies have suffered 
very heavily during 1900. The rate of 
burning in 1900 may prove to be abnormal, 
but that does not alter the fact that it was 
normal in 1899, and that large loss ratios 
were caused entirely by low rates. 

An immediate and very substantial ad- 
vance in rates is desirable for the business 
as a whole, and absolutely necessary in the 
case of a substantial number of companies. 
It is stated that the necessary readjustment 
of rates cannot be secured at this time 
unless the recommendations of the Com- 
mittee of Twenty-seven are endorsed by 
enough companies to insure their adop- 
tion. A number of leading companies 
have so strongly taken the position that 
future co-operation upon rates must carry 
with it co-operation upon commissions, 
that there is little room for doubt concern- 
ing the depth of the feeling upon this 
phase of the question. Since an advance 
in rates depends so largely upon the ac- 
ceptance of the essential features of the 
‘““Agreement of 1g00,’’ this fact affords 
some ground for believing that it will 
eventually be accepted. 


¥ 

To none is the ‘“‘ Agreement of 1900”’ of 
more importance than the local agents of 
the country. Their interests 
are quite as much affected as 
those of the companies, and 
they will very naturally examine the docu- 
ment from the standpoint of the benefits 
which it confers upon them. There is a 
growing disposition on the part of com- 
pany officials to seek the co-operation and 
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assistance of the National Association of 
Local Fire Insurance Agents in bringing 
the plans of the Committee of Twenty- 
seven to a successful fruition. The matter 
of conferring with the National Association 
was considered by the committee during the 
progress of its deliberations, but it was de- 
cided inexpedient, at that time, to engage 
in such conference. It is not improbable 
that had the co-operation of the National 
Association been sought, the report of the 
committee when presented to the com- 
panies would have had its moral support. 
It is believed, however, that it is not too 
late to secure that support. At any rate, 
the evidences are abundant that the views 
of company managers upon the question of 
conferring with their agents have met with 
a substantial modification, and that in the 
future there will be constant conference 
between the two interests upon all im- 
portant questions affecting the general wel- 
fare of the business. 

The following view, expressed by one 
who is in close touch with the National 
Association of Local Fire Insurance Agents, 
may be accepted as representing the posi- 
tion of the conservative element in that 
organization. 

‘‘In my opinion President Irvin and the 
Committee of Twenty-seven are entitled to 
unqualified commendation for their efforts 
to bring the companies togetHfer upon a 
platform of needed reforms. The ‘ Agree- 
ment of 1900’ is a masterly document and 
will undoubtedly improve conditions very 
greatly if it can be fairly launched and its 
requirements intelligently and impartially 
carried out. It would be unjust to criticise 
this or that point in the agreement which 
may not be entirely in accord with the 
writer’s views, because the agreement is 
necessarily a compromise measure and the 
apparent flaws are probably not the views 
of the majority of the committee but are 
the price of co-operation on the part of one 
or more imperious and dictatorial managers. 
No one who appreciates the seriousness of 
the situation and the difficulty of securing 
an agreement upon any question will feel 
like criticising the able efforts of the 
Committee of Twenty-seven.”’ 


- 


There is presented in this number a 
notable contributed article upon classifica- 
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tion, by Mr. Herbert Fol- 
ger, of San Francisco, 
who, as a writer upon in- 
surance economics, has obtained a trans- 
continental reputation. Mr. Folger’s 
handling of this subject betokens a careful 
study of the problem of classification, both 
in its historical and practical aspects. The 
discussion of classification, revived by the 
consideration of this question on the part 
of the Committee of Twenty-seven and 
given impetus through the special contri- 
butions to this magazine by Mr. Richards 
and Mr. Dickson, has excited widespread 
interest in this great unsettled problem. 


Mr. Folger on 
Classification. 


Unquestionably there is to-day a most 
profound sentiment in favor of combining 
the experience statistics of the companies, 
for the purpose of ascertaining the average 
fire cost of different classes of hazards in 
different localities. The peculiar exigen- 
cies of the business, not only as regards 
state legislation, but also in reference to 
the destruction of insured property, have 
forced the attention of underwriters upon 
a subject which for a time has been allowed 
to lie dormant. In the next four years we 
shall probably witness many important 
changes in the methods and practices of 
underwriters. It is possible that out of 
current conditions and as the result of re- 
newed discussion— with the consequent 
increase of knowledge —the sentiment in 
favor of combined classification may be- 
come so strong as to effectually break down 
all opposition thereto. 

Mr. Folger’s treatment of the question 
indicates an open, receptive mind on the 
part of the writer, which greatly enhances 
the value of his contribution. He not only 
assumes a non-partisan attitude himself 
but cites eminent authorities who have 
made special researches in support of both 
sides of the controversy. It is evident, 
nevertheless, that Mr. Folger entertains a 
personal conviction that classified statistics, 
however defective they may be, will prove 
of practical value to the underwriter, and 
that a system for collating the experience 
of the companies is possible, which will, 
in time, produce very substantial results. 
In fact, he says there are grounds for be- 
lieving that ‘‘laws exist with reference to 
fire losses which are at least as well defined 
as those governing mortality statistics.’ 


During the past year, owing to the stim- 
ulating effects of the national organization, 
many state local as- 
sociations have been 
organized. At the 
Buffalo convention it was reported that 
thirty-three states were covered by such 
associations. Since that time the number 
has been increased. to forty-one. This 
favorable record is, in many respects, due 
to the energy and unceasing labors of the 
chairman of the committee on organiza- 
tion, Mr. H. N. Pinkham, of Portland, Me. 
Mr. Pinkham was elected to this im- 
portant position mainly for the purpose of 
cultivating the New England field, and to 
bring those states into line. In this 
respect results of the most satisfactory 
character have been obtained. During 
the past year Massachusetts and Vermont 
have been organized, and New Hampshire 
has been reorganized. The Maine and 
Connecticut associations have steadily 
grown in membership and strength. A 
meeting of Rhode Island agents will be 
held in Providence July 25, for the purpose 
of organizing that State, and it is not 
impossible that at the National convention 
in Milwaukee, New England may be rep- 
resented by a solid delegation, a result not 
anticipated at the opening of the cam- 
paign. In other parts of the country 
practical steps are now being taken to 
organize in Florida, Pennsylvania, Mon- 
tana, Oregon, South Dakota, Oklahoma 
and Indian Territory. It is quite probable 
that most, if not all, of these states will be 
in line in time for the national convention. 
Should all organize, the committee on 
organization will be able to report forty- 
eight out of fifty now covered by local 
organizations. 

The only adverse features are the dis- 
organizing influences which have affected 
the states of Louisiana and Iowa, but it is 
hoped that both will, nevertheless, be rep- 
resented at Milwaukee. 


* 


The fourth annual meeting of the Na- 
tional Fire Protection Association, held in 


The National Fire Pro- New York City, 


; As June 26, 27 and 28, 
tection Association. showed cubstential 


progress on the part of an organization 
having in charge one of the most impor- 
tant branches of modern fire underwriting ; 


Progress of the 
Agency Movement. 
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namely, the improvement of hazards. In 
this work it has earned not only the sup- 
port of progressive underwriters in all 
parts of the country, but the endorsement 
of the insured. In his annual address, 
President U. C. Crosby made one or two 
pointed suggestions in regard to the fire 
waste and its influence upon insurance. 
In referring to the large values annually 
destroyed by fire, he remarked : 


‘Is it any wonder there is a protest 
against the conditions which permit this 
destruction of property to continue, and 
that the public, blindly seeking for relief, 
strike at the companies in forms of adverse 
legislation? Underlying the whole ques- 
tion is the feeling that the insurance com- 
panies will not give the help and assistance 
which they have the power to extend, will 
not reduce and minimize this terrible 
burden placed upon them by the fire fiend. 
As soon as correct relations between the 
insuring public and the underwriter are 
understood and practiced, then, and not 
until then, will our troubles, caused by 
adverse legislation, disappear.”’ 

Notwithstanding this fact, Mr. Crosby 
said there are still underwriters who 
believe insurance companies should have 
nothing to do with protection, their func- 
tion being merely to collect premiums and 
pay losses. He insisted, however, that 
this was a mistaken view, not only from 
the standpoint of public policy, but self- 
interest as well. He said, ‘‘It is true that 
income sufficient to pay losses and expenses 
must be collected, but it is equally true 
that unprofitable risks and classes have 
never been made profitable by simply 
advancing rates.’’ Mr. Crosby illustrates 
his point by citing several practical in- 
stances, showing that repeated advances 
upon certain classes have only led to con- 
tinued loss, and that profit was realized 
only when the companies, in cooperation 
with the insured, undertook to improve 
the hazard. He said, ‘‘A careful study of 
this problem in underwriting shows that 
the interests of the companies, from a 
purely selfish standpoint, lie in the im_ 
provement of risks; that profit is made in 
eliminating the cause of fires, increasing 
facilities for extinguishing the same, and 
not in advancing rates.’’ 


Mr. Crosby’s study of the question of 
fire protection entitles his proposition to 





Insurance Economics. 


most careful consideration. His posi- 
tion is probably endorsed to-day by the 
majority of leading underwriters. At any 
rate, it may be said with perfect assur- 
ance that by the process of evolution 
it has become one of the first concerns 
of fire insurance companies to prevent 
loss as well as to indemnify against 
damage. 

Owing to his recent election as president 
of one of the companies, Mr. Crosby, to 
whom is largely due the organization of 
the National Fire Protection Association, 
has felt obliged to retire from the presi- 
dency of this association. He is succeeded 
by Mr. Charles A. Hexamer of Philadel- 
phia, who has earned a wide reputation as 
an expert in fire hazards, and is in every 
respect qualified to fill this important 
position. 


¥ 


Since the issuance of the last number of 
this magazine, a stringent anti-compact 
law has been passed 
in Louisana and re- 
ceived executive ap- 
proval. ‘he law prohibits both companies 
and agents from entering into any 
combination or compact ‘‘ governing, con- 
troling or influencing rates on Louisana 
property ’’; but permits the employment of 
a common agent to supervise risks and 
suggest improvements. An evasion of the 
law by agreeing to purchase rate books 
from any person or persons is prohibited. 
The penalty is a revocation of license for 
one year. 

The new law has made it impossible for 
the Southeastern Tariff Association or any 
other organization to exercise control over 
rates in the State, and the jurisdiction of 
that Association has been withdrawn. 
Some of the companies have instructed 
their agents to adhere to present rates. 
Others, it is reported, have authorized cuts 
upon preferred business. The passage of 
the law seems to have been brought about 
wef by antagonism to the Southeastern 

ariff Association on the part of local in- 
surance interests. The New Orleans Board 
of Trade attempted to induce the legisla- 
ture to appoint a special commission to 
investigate the system of insurance rating 
before enacting legislation, but those hav- 
ing the measure in charge were interested 
in having it put through at once. The 
reports indicate that the law was hastily 
passed by a strictly anti-corporation vote. 
A valued policy law was passed at the same 
time. 


Anti-Compact Law 


in Louisana. 
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ONE YEAR TERM RESERVES. 


(A. F. Harvey in the Chicago Independent.) 


The controversy involving the accuracy, 
sufficiency, propriety or legality of the 
method somewhat in vogue of valuing life 
insurance contracts of all sorts, as if they 
were issued upon a stipulation that the 
first policy year is to be taken as for one 
year term insurance, and the true level 
premium for the ultimate benefit to be 
taken as beginning one year later than 
issue, for the age one year advanced, has 
come to be “‘flat,’’ and in view of the dis- 
appearance from the argument of the basic 
principles involved, decidedly ‘‘stale and 
unprofitable.” 

It is, therefore, with a risk of a further 
waste of time and loss of audience that I 
propose to prolong the discussion with a 
few comments upon what I conceive to be 
the lack of knowledge of both the origin 
and fundamental principle of the move- 
ment manifested by the writers in the 
insurance papers. 

To me is wholly due the credit, honor, 
distinction, or whatever other commenda- 
tory term, if any, may be applicable, of 
having introduced the ‘first year term 
method ”’ to the United States companies. 
As the result of the introduction stands, I 
am devoutly repentant, and promise not to 
do it again. 

In the winter of 1873-4 I read for the 
first time President Sprague’s paper in 
the Journal of the institute of actuaries for 
July, 1870, in which, under the caption 
‘‘On the proper method of estimating the 
liability of a life insurance company under 
its policies,’’ he broached the basis of the 
method in question. 

In 1874, returning from the Detroit meet- 
ing of the annual convention of the super- 
intendents of insurance departments, I 
talked over the paper with Emory Mc- 
Clintock, Esq., and asked him what he 
thought of the advisability of introducing 
the method to some American company or 
companies and also whether he thought 
the method applicable to all forms of con- 
tracts. To the first question he replied 
that it would be of great value to any com- 
pany that had need to apply the essential 
principle of the suggestion, or which was 
struggling under the adverse influences of 
a vigorous competition, and would carry it 





out as Sprague had proposed. To the sec- 
ond question his reply was to the effect 
that if a company did adopt the rule to 
ascertain its liability under its policies it 
should make no distinction as to the forms 
of the contracts. 

We did not at that time discuss the 
merits of the proposed system, except in a 
very general way, and perhaps did not for 
the moment think of the magnitude of the 
nut which the method was to crack, for 
the reason, perhaps, that there did not oc- 
cur to our minds the name of any company 
in which the necessity of such a valuation 
was apparent; although in 1874 was the 
‘‘beginning of the end’’ to so many badly 
and recklessly managed concerns — the 
frogs emulating great cattle. 

It isthe nut in Which lies as its kernel 
the full proposition which has been com- 
pletely ignored by the companies and 
insurance departments which have adopted 
“first year term,’’ and which has been 
altogether lost sight of by participants in 
the very recent discussion. 

Fortified by Mr. McClintock’s judgment, 
I came home and straightway in the winter 
of 1874-5 gave to a small struggling ‘‘ old- 
line’? company, dead now—the Franklin 
Life of Indianapolis—a full set of pre- 
miums, reserves, surrender values, com- 
mutations and extensions, for policies to 
mature as long term endowments upon net 
premiums to be taken for age x+1, and 
which were not to exceed, for that one 
year advance in age, seventy-five per cent. 
of American four per cent. continuous 
whole life rates. In doing this, I deliber- 
ately ‘‘ went back’’ upon Mr. McClintock’s 
approval of the new method, and, scouting 
my own supposed clear understanding of 
President Sprague’s proposition, did pre- 
cisely what I am now growling at the 
other fellows for doing since. 

But what did Dr. Sprague propose? He 
hoped to evolve a proper method of esti- 
mating (ascertaining) the liability of a life 
insurance company under its policies. In 
other words, to ascertain the condition of 
a company from the facts appearing in the 
methods of its procuration of new business 
and the maintenance of its old. He did 
not propose his method as a governmental 
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function. He did not propose to set aside 
the net premium valuation as provided for 
in the laws of the American States, and 
substitute therefor a factitious net premium 
valuation not contemplated in the scales 
of gross premiums actually contracted for. 
He did not propose a gross valuation with 
false results arising from negative value. 
He did not propose anything but a real 
condition valuation, in which theory and 
arbitrary assumption were to be shoved to 
the wall, and nothing was to be considered 
except factors under a principle which 
became afterwards the Actuarial Society 
of America; the substitution of facts for 
appearances and demonstrations for im- 
pressions. The valuation was to be retro- 
spective as well as prospective. From 
premiums already in hand, there was to be 
deducted losses and expense actually in- 
curred and paid, with a setting aside of the 
remainder, if any, for accumulation. This 
is to comply with the retrospection. For 
the prospective feature, the credit for 
present value of the premiums receivable 
was to be ascertained from the true net, 
i.@., the gross or office rate after deducting 
the contract renewal commissions, the 
fixed charges for the maintenance of the 
business in force, and perhaps a charge 
for future bonuses or dividends, or to pro- 
vide for depressing fluctuations in interest 
receivable, or other possible adverse con- 
tingencies. Actual conditions were to be 
used and guessing to be abandoned. The 
object in view was the giving to the com- 
pany at any epoch in its career an oppor- 
tunity for an answer to the question 
suggested by the delegate in the populistic 
convention when he said, ‘‘I say, Mr. 
President, before we go any further in 
speculating about things, let us find out 
where we areat?’’ Through the proposed 
method which I have above called a ‘‘ real 
condition valuation,’’ the company would 
obtain what is the prime object of every 
complete examination, the knowledge of 
its solvency, of its bonus-giving ability, 
of the tendency of its administrative prac- 
tices, of the bearing of its mortality ex- 
perience, and of the force of all other 
features obtaining in its management, nec- 
essary to be considered. It was not in- 
tended to show a status of security to the 
policy holder upon conditions which did 
not exist. 
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But what have the companies done 
which in the last ten or fifteen years have 
put their public valuations upon the basis 
of one, two, or more initial years of term 
insurance, leaving the remainder of net 
premiums to come in to be assumed as for 
ages of entry correspondingly advanced? 
Simply this: they have substituted one 
assumption for another, neither of which 
touches the real truth. I again plead 
guilty of being an early culprit, as I was 
the first to forget the kernel in the nut; 
and, knowing that it was wrong to take 
another false step, did take it, and so dis- 
closed an impairment of common sense in 
approving the false march of a fictitious 
reform. 

Why did I do so? The answer is that 
Dr. Sprague’s suggestion, ‘‘ If the expendi- 
ture in obtaining new business has been 
such that the current claims and the ex- 
penses have together absorbed the whole 
of the first year’s premiums, then a simple 
method of valuation, which in my opinion 
is perfectly justifiable, will be to reserve 
for policies in their first year only suffi- 
cient to meet the unexpired current risk, 
and to consider that all other policies have 
been affected at the next higher age,’’ was 
one that was immediately available as a 
means of helping out two or three of my 
company clients, which were possibly 
being shoved aside by the pressure of 
competition. So I considered only the 
truism that one net premium valuation is 
precisely as bad as another, and held that, 
if the ultimate values wrought out by inde- 
pendent net premiums for the same policy, 
are exactly the same, and so fulfil the final 
conditions of the contract, although all 
intermediate values in the two scales shall 
be unlike, the chief object of the contract 
will be carried out, no harm can possibly 
result to company, policy-holder, or the 
public in adopting the mode most favor- 
able for the company. 

But it was not alone ultimate benefits that 
President Sprague had in mind. He pro- 
posed first seeking the present condition 
of the company under the facts, so that 
second economic action should be taken 


with reference to possible failures to attain 
the ultimate benefit. 

I trust that the reader and critic of this 
article will understand that I am taking 
Dr. Sprague’s paper in its entirety, as 





Mr. McClintock did in 1874. It may read- 
ily appear that in a company’s transactions, 
one line or group of policies may have 
been issued upon such terms of compensa- 
tion to agents that there is nothing left of 
the initial premiums after paying first 
commissions and running expenses. In 
such case the application of his suggestion 
just above quoted, of moving the net pre- 
mium up a year or more, was, in the con- 
sideration of the facts as to such group or 
groups merely an incident of the valuation, 
and involved the setting out of an arbitrary 
reserve to provide for the cost of insurance 
for the unexpired portion of the assumed 
pure term period. It was simply a treat- 
ment of one element of the total facts to be 
considered, and was by no means to be 
taken as covering an application of the 
‘* first year term’’ rule to all contracts, old 
or new. President Sprague nowhere in- 
tended to suggest for new business such a 
system of net premiums and reserves as 
would warrant managers in providing for 
extravagant or robber-rates of initial ex- 
penses in getting business on the books, 
because such a system would be destruc- 
tive of the prime canons of actuarial 
science. It is in that assumption of the 
universal application of the rule of first 
year term to all policies that whatever 
mischief has obtained or would be likely 
to follow has arisen. It is quite true that 
contracts may be written so that the rule 
shall apply in departmental or home office 
valuations throughout the life of the pol- 
icy, but it is quite as true that the com- 
panies using the rule have not all drawn 
their contracts in any such way, and have, 
therefore, had no good argument to sustain 
them when going before a State insurance 
department. ' 

The late Wm. D. Whiting and I talked 
over the ‘‘ first year term’’ method upon 
several occasions. While he approved 
it in a general way, simply as a net 
premium method in lieu of the existing 
system, when looking ahead to the matur- 
ity or expiry of a benefit, or to the accu- 
mulation of the single premiums to be in 
hand at the end of limited terms of annual 
premiums, he agreed with me that it was a 
radical departure from President Sprague’s 
general object, and, as a means of deter- 
mining the present solvency of a company, 
that it was just as valueless as the statutory 
method. 
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It must be borne in mind that no true 
actuary ever makes his valuation for his 
own company with a view of ascertaining 
the policy reserve alone. In doing justice 
to his employer, the company, and its 
clientage, he is supposed to and does take 
into account the facts and effects of all 
facts in the internal economy of the office, 
which bear upon the question of the prob- 
able future. He does not say to himself that 
while one net premium method will show an 
impairment, and another will bring out a 
surplus, and both culminate alike at a far 
distant epoch, the surplus-maker is the 
one to adopt as the true method. He sets 
aside plausible impressions, and proceeds 
to demonstrate; he relies upon the facts 
in the case, ignores the plausible appear- 
ances, reaches the truth, and knows where 
the company stands for good or ill. 

In applying this ‘first year term 
method ”’ during the last ten years of my 
office in the insyrance dgpartment of Mis- 
souri, I can assert that while I regarded it 
as a correct method as to final results, and 
by no means an illegal method, and used 
it chiefly as a possible means of bringing 
up the companies then coming under the 
practice from a condition of doubtful 
standing toa condition of undoubted secur- 
ity, I discovered one effect of its applica- 
tion common in all of them: it did not 
reduce extravagance one cent’s worth. 
The larger companies retained their reck- 
lessness in big commissions, the smaller 
ones maintained their games of “ follow 
my leader’’ in the same direction. 

The increase of surplus shown by the 
lenient method was just as surely ex- 
hausted by over expense in the next year 
as over expense had been incurred to the 
destruction of surplus in the year past. 

Wherever the insurance commissioner of 
Massachusetts or of any other State has re- 
fused to admit the “‘ first year term method ”’ 
to - recognition in his department, and 
therefore is considered to have committed 
an error, he has, in my judgment, erred on 
the right side. He has merely kept the 
bars up so that a rigid economy shall be 
maintained, and has not assented to the 
proposition that a mere subterfuge is better 
than first principles. 

No net premium valuation whatever is 
worth the cost of making it if it is expected 
to obtain the measure of a company’s sol- 
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vency. It is useful as showing the pro- 
gressive steps of a policy’s growth in 
reserve from issue to maturity, and as a 
basis for dividends, commutations, sur- 
render values and the limit to premium 
loans, and not much else. As far as truth 
is concerned, the valuation statutes should 
be repealed, and so much of the functions 
of the State insurance departments rele- 
gated to the companies, whence would be 
derived advantages to the whole life in- 
surance world. 

In so much as the method under discus- 


sion is not in. reality what Dr. Sprague 
intended to initiate, and inasmuch as its 
adoption is fraught with untold trouble by 
reason of the failure to take advantage of 
the leniency there is in it during the early 
years of the policies to which it is applied, 
to correct the evil of over-expense in get- 
ting business, the sooner the companies 
abandon it and get down to the doctor’s 
real proposition, leaving to the States their 
methods defined by law, if they cannot be 
abrogated, the better it will be for all of 
them and for their clients. 
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